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EXECUTIVE SUMMARY

U.S. DEPARTMENT OF AGRICULTURE
CONSOLIDATED FINANCIAL STATEMENTS
FOR FISCAL YEAR 2001
AUDIT REPORT NO. 50401-43-FM

Our audit objectives were to determine
PURPOSE whether (1) the financial statements present
fairly, in all material respects, in accordance

with generally accepted accounting principles,
the assets, liabilities, and net position; net costs; changes in net position;
budgetary resources; and reconciliation of net costs to budgetary
obligations, (2) the internal control objectives were met, (3) the
Department complied with laws and regulations for those transactions and
events that could have a material affect on the financial statements, and
(4) the information in the Management Discussion and Analysis (MD&A)
and the Supplemental Financial Information sections was materially
consistent with the information in the financial statements.

We conducted our audit at the financial offices of various U.S.
Department of Agriculture (USDA) agencies and the Office of the Chief
Financial Officer (OCFO) located in Washington, D.C., and its National
Finance Center (NFC) located in New Orleans, Louisiana. We also
performed site visits to selected agencies’ field offices.

During fiscal year 2001, the Department has
RESULTS IN BRIEF achieved some major accomplishments in
improving its overall financial management.

OCFO has hired a new Associate Chief
Financial Officer and four additional controllers to assist in improving
departmental operations. In addition:

« The Credit Reform Task Force, led by the Office of the Chief Financial
Officer (OCFO), was the primary factor in the successful development
and validation of new cash flow models for estimating and reestimating
subsidiary costs for the Department’s lending agencies. As a result,
we were able to remove our qualification on “Credit Program
Receivables, Net.”

« As of fiscal year end 2001, OCFO/National Finance Center (NFC) was
able to reconcile the differences related to Financial Management
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Service (FMS) Form 224 “Statement of Transactions,” for the agencies
it services, increasing the reliability of the Fund Balance with Treasury
line item.

« As fiscal year 2002, approximately 98 percent of the Department has
been implemented into the Foundation Financial Information System
(FFIS), mitigating the financial management problems reported in the
Central Accounting System (CAS).

In addition, other major initiatives are underway. Plans have been
developed, contingent upon available funding, to address the (1)
renovation of Corporate Administrative systems (2) design of department-
wide cost accounting standards (3) improvement in the processes and
procedures for accounting for real and personal property and (4)
enhancement of overall management accountability and control.

Despite these efforts, we were unable to express, and do not express, an
opinion on the Department’s financial statements, as of and for the year
ended September 30, 2001. The Department did not meet original
timeframes for submitting the financial statements to OIG for audit and in-
spite of meeting subsequently agreed to timeframes, there was
inadequate time for us to complete the audit and still meet the Chief
Financial Officers (CFO) Act mandated audit reporting timeframes.
Several USDA agencies (and their respective mission areas) were unable
to provide timely and accurate financial information to the Department for
incorporation into the consolidated financial statements. This condition
was primarily due to significant problems with the processes for
calculating and recording financial information in their accounting
systems.

However, based on the audit coverage we were able to conduct, we
concluded that, overall, the Department could not provide sufficient,
competent evidential matter to support numerous material line items on its
financial statements. For example:

« We were unable to obtain sufficient, competent evidential matter to
validate $ 2.9 billion of the “Fund Balance with Treasury” (FBWT) line
item totaling over $40 billion because the Forest Service had not
completed reconciliations of its activity recorded in its general ledger
with that recorded by Treasury.

» We were unable to determine the reliability of “General Property, Plant
& Equipment, Net,” totaling over $5.6 billion, primarily because we
were unable to determine the reliability of individual Forest Service real
property assets the comprised $4.4 billion of this line item.
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o A material part of the Department’s financial information system in
fiscal year 2001 was comprised of information from OCFO/NFC’s
Central Accounting System (CAS) and various subsidiary “feeder”
systems. For the last 11 years, we have reported numerous material
internal control weaknesses in these systems, which have not yet been
corrected despite plans for corrective action made by previous CFOs.

Overall, because of these and other internal control structure weaknesses
(as discussed in the individual component financial statement audits for
various agencies within USDA) we were unable to obtain sufficient,
competent evidential matter to support the principal financial statements

In our Report on the Internal Control Structure, we reported:

« The USDA and its agencies operate at least 66 program and
administrative financial management systems. The Office of the
Inspector General (OIG), the General Accounting Office (GAO), and
the Department have reported that USDA's financial system of records
presents a high risk to the Department. The longstanding and material
problems were caused, primarily, by the absence of corporate level
oversight and planning when these legacy systems were initially
developed and upgraded. The OCFO has taken action to address
these problems and developed plans to review the legacy systems,
and consolidate and update the systems, as appropriate, to meet
present accounting standards and management needs. With assets
totaling over $127 billion and program costs in excess of $86 billion,
actions must continue to be taken to fully resolve these problems.

« We have reported material weaknesses in the processes and
procedures used by the Department’s lending agencies to estimate
and re-estimate loan subsidy costs since 1994. During fiscal year
1999, the Department’'s CFO formed a task force to assist in resolving
the Department’s longstanding credit reform problems. The primary
accomplishment of the task force consisted of the development and
validation of new cash flow models. While much progress has been
made, additional efforts are needed to resolve some continuing
internal control weaknesses. For example:

Enhancements are needed for estimating and re-estimating the costs
of credit receivables and credit guarantees. We noted where revisions
were needed in order for us to obtain reasonable assurance about the
value of the line item and related footnote (for the Farm Service
Agency, alone, six versions representing billions of dollars were
needed).
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Data used in the cash flow models for budget and financial reporting
needs to be reconciled with the information contained in the general
ledger.

Handbooks need to be updated as changes occur. For example, we
noted where the handbook did not reflect the current automated
programs used to extract data for cash flow models.

Controls need to be implemented to ensure that changes to the cash
flow models are appropriate and that the most current version of the
model is used.

« We noted that as of fiscal yearend 2001, OCFO/NFC was able to
reconcile the differences reported on the FMS Form 6652, “Statement
of Differences,” for the agencies it services. This represents a major
accomplishment in the Department’s efforts to improve its financial
management. However, more needs to be done. We noted that while
the Forest Service had assumed responsibility for reconciling its FBWT
as of fiscal year 2001, the reconciliations had not been performed. In
addition, while OCFO/NFC was reconciling the FMS Form 6652 for the
agencies it serviced, it was not reconciling the differences reported on
the FMS Form 6653, “Undisbursed Appropriation Account Ledger,” at
the transaction level, as required.

o Material weaknesses continue to exist because of the lack of
established internal control procedures and processes relating to
“General Property, Plant, & Equipment, Net,” valued at over $5.6 billion
which includes real and personal property within the Department.

« We also noted that improvements are needed in the Department’s
identification and reporting of relevant, outcome oriented performance
measures, Information Technology (IT) security and the timeliness of
Federal Managers’ Financial Integrity Act (FMFIA) corrective actions.

In our Report on Compliance with Laws and Regulations, we continued to
note where further actions are necessary related to improving financial
management systems, including cost accounting for user fees.

The OCFO has immediate and long term

KEY RECOMMENDATIONS plans to address the weaknesses in its and
the agencies’ financial management systems.

The recommendations in this report are
limited to those areas where prior recommendations are not outstanding.
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We recommended that OCFO:

« Require agencies to establish specific guidance for authorizing,
processing, approving, and documenting accounting adjustments to
resolve the weaknesses noted in this report.

« Complete the final resolution of FBWT reconciliations by the end of
fiscal year 2002.

o Implement a Department-wide mechanism for accounting for real
property and related depreciation expense.

« Require agencies to monitor the personal property suspense database
and ensure that activity is appropriately processed in a timely manner.

« Develop a comprehensive training program to assist agency
management in identifying results orientated, supportable performance
measures that can be linked to budget and financial reports.

o Develop a plan and strategy to facilitate agencies’ compliance with
cost accounting concepts and standards when accounting for user
fees, ensure that agencies are reporting user fees at the program
level.

The OCFO is working toward obtaining

AGENCY POSITION management decision on the
recommendations made to address the

weaknesses with the Department’s financial
management systems and generally agreed with the recommendations in
this report.
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Washington D.C. 20250

REPORT OF THE OFFICE OF INSPECTOR GENERAL

TO: Edward R. McPherson
Chief Financial Officer
Office of the Chief Financial Officer

We attempted to audit the accompanying Consolidated Balance Sheet of the U.S.
Department of Agriculture (USDA) as of September 30, 2001, and the related
Consolidated Statements of Net Cost, Changes in Net Position, Financing, and the
Combined Statement of Budgetary Resources for fiscal year then ended. These
financial statements are the responsibility of the Department’s management.

We were unable to complete the audit because the Department was unable to provide
financial statements in time for us to meet the Chief Financial Officers (CFO) Act
mandated audit-reporting timeframes. Several USDA agencies (and their respective
mission areas) were unable to provide timely and accurate financial information to the
Department for incorporation into the consolidated financial statements. This was
primarily due to significant problems with the processes for calculating and recording
financial information in their accounting systems.

However, based on the audit coverage we were able to conduct, we concluded that,
overall, the Department could not provide sufficient, competent evidential matter to
support numerous material line items on its financial statements. For example:

« We were unable to obtain sufficient, competent evidential matter to validate $ 2.9
billion of the “Fund Balance With Treasury” (FBWT) line-item totaling over $40
billion because Forest Service had not performed reconciliations of its activity
recorded in its general ledger with that recorded by Treasury. In addition, the Office
of the Chief Financial Officer/National Finance Center's (OCFO/NFC) adjusted its
records to agree with Treasury for its serviced agencies without reconciling the
differences on the Financial Management Service (FMS) Form 6653, “Undisbursed
Appropriation Account Ledger,” at the transaction level.

« We were unable to determine the reliability of “General Property, Plant &
Equipment, Net,” totaling over $5.6 billion. Material internal controls problems
existed in the accountability and valuation of personal property at agency field and
Headquarter operations. The Department does not have a system for accountinl
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for real property. As a result, two agencies were not properly accounting for their
real property assets which totaled over $83 million, net. Moreover, despite a
massive and costly contract to statistically sample real property assets belonging to
the Forest Service, we noted that the lack of documentation supporting valuations
was so pronounced the audit could not be conducted.

« A material part of the Department’s financial information system for fiscal year 2001
was comprised of information from OCFO/NFC’s Central Accounting System (CAS)
and various subsidiary “feeder” systems. We have reported numerous material
internal control weaknesses in these systems, which have not yet been corrected,
or mitigated by the implementation of the Foundation Financial Information System
(FFIS).

Because of the extent of the problems noted above, we were not able to satisfy
ourselves as to the value of USDA's assets, liabilities, and net position as of
September 30, 2001, as well as its net costs, changes in net position, budgetary
resources, and reconciliation of net costs to budgetary obligations for the fiscal year
then ended. Therefore, we are unable to express, and we do not express, an opinion
on these financial statements.

The Management Discussion and Analysis (MD&A) and Required Stewardship
Supplemental Information (RSSI) provides explanatory analysis for the users of USDA’s
financial statements, and summarizes fiscal year 2001 results. Some of this
information is produced from the same financial systems as the financial statements.
Because of the problems discussed above, we are unable to provide any assurance on
this information. We also issued a report on the Department’s internal control structure,
which includes seven reportable conditions, and a report on the Department’s
compliance with laws and regulations, which includes two instances of noncompliance.

A large component of non-Federal accounts receivable consist of the Food and
Nutrition Service's (FNS) Food Stamp Program (FSP) recipient claims. States establish
claims against households to recover over issued food stamp benefits and report to
FNS on this activity. State systems have been determined to be unreliable;
accordingly, FNS does not know the balance of the gross accounts receivable, nor does
it know the related bad debt (uncollectable receivables) expense. Standards permit
Federal entities to estimate accounts receivable and FNS has developed an estimate
based on the historical relationships between FSP issuance and recipient claims
collections by States.
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This report is intended solely for the information of the management of USDA, OMB,
and Congress, and is not intended to be and should not be used by anyone other than
these specified parties.

/sl
JOYCE N. FLEISCHMAN

Acting Inspector General

February 8, 2002
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REPORT OF THE OFFICE OF INSPECTOR GENERAL
ON INTERNAL CONTROL STRUCTURE

TO: Edward R. McPherson
Chief Financial Officer
Office of the Chief Financial Officer

We attempted to audit the accompanying financial statements of the USDA, as of, and
for the fiscal year ended September 30, 2001, and have issued our report thereon,
dated February 8, 2002. In planning and performing our audit of the financial
statements, we considered its internal controls over financial reporting by obtaining an
understanding of the internal controls, determined whether the internal controls had
been placed in operation, assessed control risk, and performed tests of control in order
to determine our auditing procedures for the purpose of expressing an opinion on the
financial statements and not to provide assurance on the internal control over financial
reporting. We limited our internal control testing to those controls necessary to achieve
the objectives described in OMB Bulletin No. 01-02. We did not test all internal controls
relevant to operating objectives as broadly defined by the Federal Managers’ Financial
Integrity Act (FMFIA) of 1982, such as those controls relevant to ensuring efficient
operations. Consequently, we do not provide an opinion on internal controls.

Our consideration of the internal control over financial reporting would not necessarily
disclose all matters in the internal control over financial reporting that might be
reportable conditions. Under standards issued by the American Institute of Certified
Public Accountants (AICPA), reportable conditions are matters coming to our attention
relating to significant deficiencies in the design or operation that, in our judgment, could
adversely affect the agency’s ability to record, process, summarize, and report financial
data consistent with the assertions by management in the financial statements.
Material weaknesses are reportable conditions in which the design or operation of one
or more internal control components does not reduce to a relatively low level the risk
that misstatements in amounts that would be material in relation to the financial
statements being audited may occur and not be detected within a timely period by
employees in the normal course of performing their assigned functions. Because of
inherent limitations in internal controls, misstatements, losses, or noncompliance may
nevertheless occur and not be detected. We believe the reportable conditions
described in this report are material weaknesses.
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MANAGEMENT'S RESPONSIBILITY FOR INTERNAL CONTROL STRUCTURE

The management of USDA is responsible for establishing and maintaining an internal
control structure. In fulfilling this responsibility, estimates and judgments by
management are required to assess the benefits and related costs of the internal
control structure are to provide management reasonable, but not absolute assurance
that assets are safeguarded against loss from unauthorized use or disposition, and that
transactions are executed in accordance with management’'s authorization and
recorded properly to permit the preparation of financial statements in accordance with
agency'’s prescribed basis of accounting. Because of inherent limitations in any internal
control structure, errors or irregularities may nevertheless occur and not be detected.
Also, projection of any evaluation of the structure to future periods is subject to the risk
that procedures may become inadequate because of changes in conditions or that the
effectiveness of the design and operation of policies and procedures may deteriorate.

In its “draft” fiscal year 2001 FMFIA report, the Secretary of Agriculture reported 28
material control weaknesses with its systems of management control, Section 2,
“Management Accountability and Control.” The Department was unable to provide
assurance that its financial management systems complied with Section 4, “Financial
Management Systems,” because of four material deficiencies which result in a system
that does not conform to certain standards, principles, and other specifications to
ensure that Federal managers have relevant, consistent financial information for
decision-making purposes. We concur with the Department’s conclusion.

Additionally, the Department submitted its fiscal year 2001 Federal Financial
Management Improvement Act (FFMIA) remediation plan, which included the corrective
action necessary to bring several of its component agencies into substantial compliance
with FFMIA.

OIG’S EVALUATION OF USDA'S INTERNAL CONTROL STRUCTURE

For the purpose of this report, we have classified USDA'’s significant internal control
structure policies and procedures into the following categories:

Administrative Costs — consists of policies and procedures associated with
disbursing funds for salaries and administrative expenses.

Treasury — consists of policies and procedures associated with disbursing and
collecting cash, reconciling cash balances, and managing debt.
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Financial Reporting — consists of policies and procedures associated with
processing accounting entries and preparing the USDA’'s annual financial
statements.

Direct Loans and Grants — consists of policies and procedures associated with
authorizing and disbursing loans and grants, accruing interest on loans, and
collecting loan repayments.

Guaranteed Loans — consists of policies and procedures associated with
authorizing and disbursing payments, authorizing guarantees, and accruing
interest and collecting repayments on defaulted guaranteed loans.

Insurance Premiums and Claims — consists of policies and procedures
associated with processing catastrophic risk program fees and reinsured
company premiums and indemnities for these insurance policies.

Property and Inventory — consists of policies and procedures associated with
acquisition, maintenance and disposition of property and/or inventory.

Food Stamp Redemption — consists of policies and procedures associated with
coupons being redeemed and applied against the USDA'’s fund balance at the
Treasury.

For each of the internal control structure categories listed above, we obtained an
understanding of the design of relevant policies and procedures and whether they have
been placed in operation. We assessed control risk and performed tests of USDA’s
internal control structure.

In making our risk assessment, we considered the Department’s FMFIA reports, Office
of the Inspector General (OIG) audits and other independent auditor reports on financial
matters and internal accounting control policies and procedures. We noted certain
matters involving the internal control structure and its operation that we consider being
reportable conditions under standards established by the AICPA. Reportable
conditions involve matters coming to our attention relating to significant deficiencies in
the design or operation of the internal control structure that, in our judgment, could
adversely affect the organization’s ability to have reasonable assurance that the
following objectives are met:

(1) Reliability of financial reporting — transactions are properly recorded,
processed, and summarized to permit the preparation of the Principal
Statements and RSSI in accordance with generally accepted accounting
principals, and assets are safeguarded against loss from unauthorized
acquisition, use or disposition;
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(2) Compliance with applicable laws and regulations — transactions are executed
in accordance with (a) laws governing the use of budget authority and other
laws that could have a direct and material effect on the Principal Statements
or RSSI, and (b) any other laws, regulations, and Government-wide policies
identified by OMB in Appendix C of OMB Bulletin No. 01-02; and

(3) Reliability of performance reporting — transactions and other data that support
reported performance measures are properly recorded, processed, and
summarized to permit the preparation of performance information in
accordance with criteria stated by management.

We did not receive the RSSI in time to obtain an understanding of the internal controls,
determine whether these internal controls had been placed in operation, assess control
risk, and perform tests of controls as required by OMB Bulletin No. 01-02. Accordingly,
we do not provide any assurance and/or opinion on such controls.

Matters that we consider to be reportable conditions are presented in the “Findings and
Recommendations” section of this report.
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FINDINGS AND RECOMMENDATIONS

I. USDA NEEDS TO IMPLEMENT FINANCIAL MANAGEMENT
IMPROVEMENTS AT A CORPORATE LEVEL TO ASSURE SUCCESS

The USDA and its agencies operate at least
FINDING NO. 1 66 program and administrative financial
management systems. The OIG, General
Accounting Office (GAO), and the Department

itself, have reported that USDA'’s financial
system of records presents a high risk to the Department. The
longstanding and material problems were caused, primarily, by the
absence of corporate level oversight and planning when these legacy
systems were initially developed and upgraded. The OCFO has taken
action to address these problems and developed plans to review the
legacy systems, and consolidate and update the systems, as appropriate,
to meet present accounting standards and management needs. With
assets totaling over $127 billion and program costs in excess of $86
billion, actions must continue to be taken to fully resolve these problems.

The OCFO has immediate and long term plans to address the
weaknesses in its and the agencies’ financial management systems.
These actions include:

« Full implementation of the Foundation Financial Information System
(FFIS) by October 1, 2002. Full and effective implementation of the
FFIS accounting system and necessary operational changes should
correct the material internal control problems we have identified with
CAS.

« Working with the business process owners to address the problems
with the legacy feeder systems, with the objective to provide an
improved integration of the financial management architecture in the
Department.

» Mitigating material credit reform accounting problems.
However, despite these significant actions, material problems continue to

exist within the Department. These contribute significantly to its inability to
prepare its financial statements in accordance with accounting standards
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and by legislatively mandated timeframes. We have disclaimed an
opinion on the Department’'s financial statements since the fiscal year
1994 audit. We have attributed the causes for these opinions, primarily,
to the lack of an integrated financial management system within the
Department and the recalcitrance of certain agencies, particularly the
Forest Service, to implement rudimentary accounting requirements.

We attempted to quantify the number and operational costs for the 66
financial management systems in the Department, but the Department
does not have a cost accounting system or other records to enable us to
obtain this information. Therefore, we were unable to obtain and analyze
the costs associated with these systems.

Problems that continue to impact the Department’s accounting systems
follow:

« During fiscal year 2000, the Department undertook a major initiative to
improve its financial reporting processes. It contracted to develop and
implement a state-of-the-art financial statement data warehouse
(FSDW), entitled “CFO Vision.” However, the FSDW was
implemented on an aggressive schedule and unfamiliarity with the
process associated with the financial statement preparation, created
issues related to the timeliness of data submission for the consolidated
financial statements. We noted instances where agencies did not
enter data into their general ledger in a timely manner, a requirement
to update the FSDW. Therefore, the Department was required to fall
back to a manual process to prepare the financial statements.
Additional operational problems with the FSDW during fiscal year 2001
resulted in the manual preparation and consolidation of the current
year's statements.

« Because of continuing accounting operational and system
implementation problems, the Commodity Credit Corporation (CCC)
and the Forest Service were unable to submit complete financial
statements by the Department established timeframe of November 14,
2001.

« Elimination entries and adjustments have caused problems. The
problem with elimination entries was first reported as part of our fiscal
year 1991 financial statement audit. The Department was to design a
system to identify and automate the process. It was subsequently
determined that this is a Government-wide issue and it would not be
appropriate for the Department to develop its own proprietary system.
However, we believe it would be feasible to establish improved policies
and procedures and encourage agency CFOs to dedicate resources to
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resolve this longstanding problem. We found that for fiscal year 2001
the data provided was unreliable and significant adjustments were
necessary, and in other instances elimination entry data was missing.
We noted where adjustments/revisions of the elimination entries
continued as late as January 29, 2002.

We also noted where OCFO was making adjustments to the financial
statements through mid-February because agencies were not able to
complete their financial statements in a timely manner. Other
problems identified with the adjustment process included the following:

CAS

In our report on USDA’s fiscal year 2000 consolidated financial
statements, we stated that we continue to find inadequate controls
over accounting adjustments to the CAS general ledger and related
subsidiary records to ensure that the adjustments affected the proper
accounts, were properly researched, were authorized, were
adequately documented, and were processed accurately. We
continue to find instances where accounting adjustments to the CAS
general ledger for fiscal year 2001 were not posted to the proper
accounts, properly researched, and/or adequately documented.

Of the 21 LEDG82" transactions that we reviewed, two were entered
incorrectly. One of these was processed to close out a 6 year old
Treasury symbol based on incomplete OCFO/NFC guidance and was
subsequently corrected by another LEDG82. We could not determine
if an additional 7 LEDG82s had been properly calculated because they
were not properly researched. Four of these adjustments were based
on e-mails from the agency that stated the type of adjustment
requested, the amount, and sometimes the accounts. According to
OCFO/NFC personnel, the center processes agency requests without
determining why the request is required or obtaining support for the
amount of the adjustment as long as the adjustment does not create
an over-obligation, abnormal balance, or have an incorrect accounting
code. Another 2 LEDG82s were entered as part of the process to
adjust the CAS general ledger to Treasury balances.

EEIS
We noted where 4 of the 20 Standard Voucher (SV) FFIS adjustments

we reviewed were entered incorrectly. While two of the four SVs in our
sample that were entered incorrectly were subsequently corrected by

! LEDG82s are the mechanism for making adjustments to the general ledger in the CAS.
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other SVs, the remaining two had not been corrected as of January 18,
2002. An additional eight SVs in our sample were required to correct a
previous adjustment. Altogether, 60 percent (12 of 20) SV
transactions that we reviewed were either (1) calculated/researched
incorrectly, (2) made to the wrong accounts, and/or (3) required to
correct a previous adjustment. The incorrect transactions that were
either in our sample or corrected by SVs in our sample appear to have
been caused by several factors including (1) both the agency and
OCFO/NFC performing the same adjustment, (2) posting model
problems, (3) inadequate support for the original SV, and (4) human
error.

In addition, we could not determine if 6 of the 20 (30 percent) SV
adjustments were properly calculated because the support provided
was not adequate. Four of these six were entered as part of the
process to adjust the FFIS general ledger to Treasury balances.

The types of problems that we found could have been avoided if (1)
the agencies had established specific guidance for authorizing,
processing, approving, and documenting accounting adjustments
made through SV documents, and (2) certain controls instituted by
OCFO/NFC were operating effectively. For example, the OCFO/NFC
accounting adjustment checklist had been completed for three of the
four SVs in our sample that were entered incorrectly. OCFO/NFC
indicated that second-party reviews had been performed for all four of
these transactions. One reason for the ineffectiveness of the checklist
is that the checklist is completed by the preparer rather than the
reviewer/approver. The checklists for the adjustments that we
reviewed always indicated that the adjustment was properly
authorized, adequately supported, correctly calculated/researched,
and made to the proper accounts and accounting period. However,
we found instances where this was not the case. For example, our
audit tests found that 8 of the 12 SV adjustments processed by
OCFO/NFC were not adequately supported. Similarly, 7 of these 12
SV adjustments were made as part of the process to correct previous
adjustments, but this was not mentioned in the description recorded in
FFIS. While the reviewer is supposed to verify the checklist as part of
the second party review, these problems were not identified during this
review. In fact, none of the second party reviews performed on the
SVs in our sample identified any problems.

« The *“Net Position-Beginning Balance” on the fiscal year 2001
Statement of Changes in Net Position was adjusted by almost $62
million (absolute value) to agree with the “Net Position-Ending
Balance” reported on the fiscal year 2000 statement. Two mission
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areas had not performed a reconciliation of these balances and as a
result, OCFO made the adjustment without supporting documentation
in order to comply with an agreement it had made with Treasury.
Additionally, the “Obligated Balance, Net-Beginning of Period” on the
fiscal year 2001 Statement of Budgetary Resources did not agree with
amount reported as the ending balance on last year's statement.
These line items should equal or reconcile. We were not provided
explanations for the differences.

« Material dollar amounts contained in CAS have been identified as
potentially invalid by some agencies. Prior to conversion into FFIS,
agencies perform reviews to identify activity recorded in CAS that is
not supported. This activity is converted to FFIS using “alternate” fund
codes. During fiscal year 2001, we monitored agency efforts to clear
alternate fund code balances by either transferring supported amounts
to the correct fund code or adjusting erroneous balances, as
appropriate. As of the end of field work, about $130 million in
unsupported prior year activity (absolute value) remained in these
alternate fund codes, and was reported in the agency’s financial
statements. As additional agencies convert to FFIS, it is imperative
that they clean up the data converted to the alternate fund codes, in a
timely manner.

« The Department’s systems have not been designed to enable them to
provide sufficient and relevant data to meet SFFAS No. 4, “Managerial
Cost Accounting Concepts and Standards,” effective September 30,
1996. This statement is aimed at providing reliable and timely
information on the full cost of Federal programs, activities, and
outputs. This information can be used by Congress and Federal
executives in making decisions about allocating resources, authorizing
and modifying programs, evaluating program performance, and
making managerial decisions to improve economy and efficiency.
USDA is unable to provide reliable and timely cost information.

Plans are being developed to address this problem.

« We noted significant despite significant efforts to reconcile suspense
activity, corrective action on all outstanding balances could not be
totally affected to the fiscal year 2001 account balances. An action
plan has been developed to address this activity. We noted the
following:

OCFO/NFC wuses Treasury symbol 12F3875, “Budget Clearing
Suspense,” without specific procedures for reconciling transactions
posted to this Treasury symbol or ensuring that the transactions clear
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from the account.” Until suspense account transactions are posted to
the proper appropriation account within the Department, there is the
potential for incorrect accounting records, which could lead to Anti-
deficiency violations and other problems. Moreover, the reported
balance in suspense accounts represent the netting of collections and
disbursements, thus understating the magnitude of the unrecorded
amounts in suspense accounts. Based on our analysis of general
ledger detail activity of related transactions for account balances as of
September 30, 2001, the net wunreconciled and/or uncleared
differences for the FBWT account in Treasury symbol 12F3875, was
$157 million for FFIS agencies and $(42) million for CAS agencies.
Also, the general ledger within the Treasury symbol was out-of-
balance. For Treasury symbol 12F3885, “OPAC Clearing Suspense,”
the FBWT balance was $ (50) million.

In addition, the CAS ledger only maintains the details of the
transactions for 1 month. At month-end close, all current activity is
rolled up with the prior months activity and summarized into lump sum
“carry forward” balances. Therefore, the data loses its identity. Some
of the “carry forward” differences in this account date back to 1994.

This problem could materially impact the financial statements because
the activity has not been recorded in the appropriate agencies’
accounts. As noted above, OCFO/NFC is committed to reconciling the
balances within these suspense accounts and has assigned a person
to head up a task force to review existing suspense activity;
recommend modifications to processes, where appropriate; and
develop reconciliation and control procedures for transactions
recorded to suspense Treasury symbols. However, due to other
priorities, the cleanup was not affected for fiscal year 2001.

« As we have reported since fiscal year 1991, OCFO/NFC continues to
have problems being able to reconcile its subsidiary records to its
general ledger. For example, large, unidentified differences are
carried for extended periods and the reliability of departmental reports
is questionable.

« Abnormal balances continue to be reported in the financial statements
without research and analysis to identify the potential problems with
these accounts. We identified abnormal balances totaling over
$2 billion for FFIS agencies, as of fiscal year end. We were not

2 Treasury budget clearing accounts are to be used as temporary holding accounts pending clearance to the applicable receipt or
expenditure account in the budget. According to Treasury yearend closing procedures, budget clearing accounts along with
Statements of Differences should be reconciled by the end of the fiscal year. In order to ensure that transactions are properly

reconciled and cleared, transaction level detail must be maintained.
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provided an explanation for these balances. These abnormal
balances can distort the consolidated amounts.

« As we reported since fiscal year 1991, we continue to identify out-of-
balance conditions in the ledger for certain Treasury symbols. Each
Treasury symbol contains its own trial balance where debits should
equal credits. The accounting system should have internal controls
that preclude out-of-balance conditions from occurring.

« We continue to note that there are numerous methods of making
accounting adjustments to the CAS general ledger and related
subsidiary records. We continue to find inadequate controls to assure
that the adjustments affected the proper accounts, were properly
researched, were authorized, adequately documented and processed
accurately.

These conditions hinder the ability to make informed decisions when the
need for such information is a crucial factor in the management of a
Department with $127 billion in assets and program costs in excess of
$86 billion. We believe the Department must aggressively move forward
in developing plans to integrate its program and administrative financial
management. The fundamental problem is that USDA financial systems
cannot dependably and routinely produce annual financial statements and
other information needed to manage day-to-day operations.
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The CFO Act of 1990 requires agencies to develop and maintain an
integrated agency accounting and financial management system,
including financial reporting and internal control which:

« Complies with applicable accounting principles, standards, and
requirements, and internal control standards;

o Complies with policies and requirements prescribed by OMB, and

o Provides for complete, reliable, consistent, and timely information,
which is uniform and responsive to management’s needs.

Achieving the reforms required by financial management legislation is
essential because the Department needs accurate financial information
and appropriate internal controls to effectively manage the Department’s
vast resources. Until FFIS is successfully implemented, and planned
enhancements to other agencies’ financial management systems are
completed, the Department will not have all of the necessary financial
information to support its decision-making process. Our continued
disclaimer of opinion means that no one knows whether the Department,
as a whole, correctly reported the monies collected in total, how much
money is collected, the full cost of its operations, or many other
meaningful measures of financial performance. In essence, poor
accounting and financial reporting, obscures facts. As a result, users of
information reported or taken from the underlying accounting systems, as
a whole, risk making errant decisions, whether for budget purposes or
operationally.

The OCFO is undertaking aggressive actions to correct its financial
management system deficiencies. These actions are both immediate and
long term in nature and some are contingent upon available funding. We
are making no additional recommendations in this report for prior
recommendations that have not yet been management decided and/or
are still open.

Require agencies to establish specific

RECOMMENDATION NO. 1 guidance  for  authorizing,  processing,
approving, and documenting accounting SV

adjustments to the FFIS general ledger, which
would include requirements for coordination between the agency and
OCFO/NFC to ensure that both do not attempt to make the same
adjustments.
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IIl. LONGSTANDING CREDIT REFORM PROBLEMS HAVE BEEN
MITIGATED — SOME INTERNAL CONTROL WEAKNESSES REMAIN

We have reported material weaknesses in the
FINDING NO. 2 processes and procedures used by the
Department’s lending agencies to estimate

and re-estimate loan subsidy costs since
1994. During fiscal year 1999, the Department’s CFO formed a task force
to assist in resolving the Department's longstanding credit reform
problems. Much progress has been made and based on the efforts and
accomplishments of the task force; we are able to remove our qualification
on credit reform receivables for fiscal year 2001. However, while much
progress was made, additional efforts are needed to resolve some
continuing internal control weakness.

Effective for fiscal year 1992, the Federal Credit Reform Act of 1990
required the President’s Budget to reflect the “costs” of direct loan and
guarantee programs. “Costs” are defined by this Act to mean estimated
long-term cost (default, subsidy cost, etc.) to the Government of direct
loans or loan guarantees, calculated on a net present value basis,
excluding administrative costs and incidental effects of receipts and
outlays. The primary intent was to ensure that the subsidy costs of
Federal loan programs are taken into account in making budgetary
decisions.

As noted above, the Department established a task force to assist in
resolving the Department’s credit reform problems. This CFO-led group
has been the prime factor in the resolution of credit reform issues. The
primary accomplishment of the task force consisted of the development
and validation of new cash flow models. However, more must be done to
improve the process in order to prepare required financial reports in a
timely manner. Necessary actions include the following:

« Enhancements are needed for estimating and re-estimating the costs
of credit receivables and credit guarantees. We noted where revisions
were needed in order for us to obtain reasonable assurance about the
value of the line item and related footnote (for one agency, alone, six
versions representing billions of dollars were needed).

» Data used in the cash flow models for budget and financial reporting
needs to be reconciled with the information contained in the general
ledger.
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« Handbooks need to be updated as changes occur. For example, we
noted where the handbook did not reflect the current automated
programs used to extract data for cash flow models.

« Controls need to be implemented to ensure that changes to the cash
flow models are appropriate and that the most current version of the
model is used.

In summary, the Department has made significant strides in resolving
longstanding credit reform problems. Additional details and
recommendations are included in the stand-alone component financial
statement audits of Rural Development and CCC, Audit Report Nos.
85401-6-CH and 06401-4-KC. We are making no additional
recommendations in this report.
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[ll. ADDITIONAL CORRECTIVE ACTIONS ARE NEEDED TO FULLY
RECONCILE THE DEPARTMENT’'S FUND BALANCE WITH TREASURY

We have reported since 1992 that the Fund
FINDING NO. 3 Balance with Treasury (FBWT) account had
not been properly reconciled with Treasury

records. We noted that as of fiscal yearend
2001, OCFO/NFC was able to reconcile the differences reported on the
FMS Form “Statement of Differences,” for the agencies it services. This
represents a major accomplishment in the Department’s efforts to improve
its financial management. However, more needs to be done. We noted
that while the Forest Service had assumed responsibility for reconciling its
FBWT as of fiscal year 2001, the reconciliations had not been performed.
In addition, while OCFO/NFC was reconciling the FMS Form 6652 for the
agencies it serviced, it was not reconciling the differences reported on the
FMS Form 6653, “Undisbursed Appropriation Account Ledger.”

The FBWT account is an asset account representing the future economic
benefit of monies that can be spent for authorized transactions. At the
agency level, Federal agencies accumulate their fund balance from
numerous disbursement and receipt transactions, which they record in
their Standard General Ledger account 1010 and related sub accounts.
For each accounting month, agencies are required to report their
disbursement and receipt activities to Treasury on a SF 224, “Statement
of Transactions.” FMS then compares the disbursements and receipts
reported by agencies on the SF 224 to amounts reported by financial
institutions, (via lockboxes) on the Online Payment and Collection System,
and by the Regional Finance Centers. FMS reports differences on the
FMS Form 6652, “Statement of Differences,” and requires that Federal
agencies research and resolve differences between their receipts and
their FBWT accounts as reported in their general ledgers and Treasury
records, as reported on the FMS Form 6652. These reconciliations are
critical internal controls, which improve the integrity of various U.S.
Government financial reports and provide more accurate measurement of
budget results. In addition, reconciliation and related verification of
financial information ensure the integrity of the accounting system.

The amounts reported by agencies’ as disbursements and collections per
the monthly SF-224s are used by Treasury to increase/decrease the
agency’'s FBWT and are reported back to the agency via the FMS Form
6653. If another agency or disbursing center makes a disbursement or
collection affecting a specified Treasury symbol and reports that amount
via the SF-224 process this increases/decreases the respective Treasury
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symbols FBWT as reported on the FMS Form 6653. In addition, non-
expenditure transfers and current year authority are reflected on the FMS
Form 6653. Therefore it is necessary for agencies to reconcile their
general ledger FBWT with the amount being reported by Treasury. This
reconciliation process should be at the transaction level to ensure that all
transactions were properly recorded. Discrepancies between Treasury
accounts and the agency’s general ledger should be disclosed in the
footnotes to the agency’s financial statements along with an explanation
of the causes for the discrepancies.

As noted in our opinion, we were unable to obtain sufficient, competent
evidential matter to validate $ 2.9 billion of the FBWT line-item totaling
over $40 billion because Forest Service had not performed reconciliations
of its activity recorded in its general ledger with that recorded by Treasury.

In addition, OCFO/NFC adjusted its records to agree with FMS Form 6653
for its serviced agencies without reconciling the differences. We believe
that the overall impact of not performing these reconcililiations may be
material. For example, the amount of the unreconciled net disbursements
for a sample of 27 of the approximate 170 Treasury symbols OCFO/NFC
attempted to reconcile was about $(47) million, net; however, the absolute
value of these differences totaled about $177 million. We also noted for
one Treasury symbol that $89 million represented activity that was not
included in the agency’s general ledger. The offsetting debit/credit of
these adjustments is made to accounts receivable/payable, depending on
the type of activity.

These balances should not be adjusted without reconciling the details. In
addition, for shared appropriations (more than one agency has authority to
spend from the appropriation) there was no process in place to ensure
that the total amount allocated was reconciled for purposes of reporting at
the Treasury symbol level. USDA needs to comply with its procedures to
ensure that the accounts are being properly reconciled.

The Department is continuing to work towards resolving these problems.

Complete the final resolution of FBWT

RECOMMENDATION NO. 2 reconciliations by the end of fiscal year 2002.
Obtain sufficient resources to assure this

problem does not impact the fiscal year 2002
financial statement audit opinion. Require monthly reporting to the CFO
on the remediation process.
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V. OPERATIONAL AND SYSTEM PROBLEMS CONTINUE TO EXIST
IN ACCOUNTING FOR REAL AND PERSONAL PROPERTY

In our fiscal year 2000 audit report, we
FINDING NO. 4 reported that material internal control
problems existed in the accountability and

valuation of personal property at agency field
and Headquarter operations. During this years’ audit, we noted that while
progress has been made in partially correcting some previously reported
problems, material weaknesses continue to exist because of the lack of
established internal control procedures and processes relating to “General
Property, Plant & Equipment, Net” valued at over $5.6 billion.

The OCFO/NFC maintains the Personal Property System (PROP), which
is used to record personal property information and track capitalized and
non-capitalized personal property, depreciation, etc. We reviewed the
internal control procedures and processes in the PROP system and
personal property controls at various agencies’ field and Headquarter
offices. We found the following material internal control weaknesses:

o Agricultural Property Management Regulation AG 5109 Part 104-
51.106, requires that physical inventories of all accountable personal
and real property, except land, shall be taken by each agency every 2
years. In our fiscal year 2000 audit report, we reported that about 7
percent of USDA accountable officers were either delinquent in
performing physical inventories or had never recorded that an
inventory had been performed according to OCFO/NFC reports.
During this years’ audit, OCFO/NFC reported that the number of
delinquent or unrecorded physical inventories decreased to about 5
percent. However, as a result of property testing conducted by OIG
for six agencies, we question the reliability of the OCFO/NFC reports.
For a judgmental sample of 1,312 personal property items reviewed
at selected sites, we found that accountable officers were unable to
locate over 20 percent of the personal property that was shown in the
PROP system during fiscal year 2001. During our review, we also
found items that should have been included in PROP (personal
property valued in excess of $5,000) that were not recorded. At one
agency (ten sites) we identified over 800 unrecorded items that should
have been included in PROP.
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« We also noted, at the sites visited, a lack of evidence documenting
the performance of physical inventories in some instances. When
accountable officers were able to provide evidence that physical
inventories were performed within the last 2 years the PROP system
was not always updated in a timely manner to reflect changes,
rendering this internal control procedure ineffective.

« USDA'’s policy is to capitalize property with a useful life of 2 or more
years and an acquisition value of $5,000 or more. Our review of
information in the PROP system disclosed continued inconsistent
application of this policy. We continue to find that large numbers of
personal property items valued at less than $5,000 were being
depreciated and numerous other items valued at more than $5,000
were not being depreciated. For one agency, we found that more
than 14 percent of personal property assets were misclassified.
These errors continue to adversely impact the reliability of the assets
and expenses recorded in the financial statements related to personal

property.

« The OCFO/NFC was unable to reconcile the personal property asset
and depreciation accounts to balances in PROP for two agencies. In
addition, these reconciliations were being performed as late as the
date of this report.

« We noted significant balances in property suspense as reported by
OCFO/NFC in September 2001. OCFO/NFC's report identifies
property items that have been captured via the feeder systems but
have not yet been updated and property masters created in the PROP
database. Many of the items remaining in suspense were received by
the agency in fiscal year 2000 and, in some cases, as far back as
fiscal year 1998. Until property is cleared from suspense and a
property master has been created, no accountable officer has been
assigned responsibility for the asset. The assets recorded in
suspense, therefore, are not subject to physical inventory. September
2001 balances for five non-major agencies judgmentally selected for
review exceeded $45 million. Approximately $12 million of that
property was acquired in fiscal year 2000 or before, meaning that it
has remained in suspense for at least 1 year.

Real property is not accounted for in OCFO/NFC's PROP system.
Instead, agencies are responsible for maintaining their own tracking
systems. We found that two agencies did not maintain a real property
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tracking system and were unable to provide supporting documentation for
over $83 million (net) of real property. As a result, we were unable to
obtain assurance that real property amounts reported by the agency were
accurate.

As in prior years, we were still unable to determine the reliability of
individual Forest Service real property assets that comprised $ 4.4 billion
of the line item. Despite representations from management that the
account was auditable for fiscal year 2001, we found that despite a
massive and costly contract to statistically sample property items, the lack
of adequate documentation supporting valuations was so pronounced the
audit could not be conducted.

While improvements were noted in some areas, the overall management
and accounting for “General Property, Plant & Equipment, Net” valued at
over $5.6 billion by the Department continues to have serious internal
control problems. The weaknesses noted above make the system highly
susceptible to error and calls into question the validity of the line item.

Based on recommendations still outstanding from prior audits, we are not
making any additional recommendations for the areas previously reported.

Implement a Department-wide mechanism for

RECOMMENDATION NO. 3 accounting for real property and related
depreciation expense.

Require agencies to monitor the PROP

RECOMMENDATION NO. 4 suspense database and ensure that activity is
appropriately processed in a timely manner.
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V. IMPROVEMENTS ARE NEEDED IN USDA GOVERNMENT
PERFORMANCE AND RESULTS ACT POLICIES
Prior audits’ of the implementation of
FINDING NO. 5 Government Performance and Results Act

(GPRA) and reviews of the Management

Discussion and Analysis (MD&A)* during our
fiscal year 2001 financial statement audits have disclosed that
improvements are needed in USDA’s identification and reporting of
relevant outcome oriented performance measures. The performance
measures identified did not always adequately meet GPRA requirements
that agencies strategic plans set goals for program performance and
report annual performance compared with those goals. For example,
goals and performance measures:

« did not always reflect major functions or objectives of the agency;
» were not always goal orientated:;

o did not always provide useful, valid measures of the agencies’
progress towards reaching their stated goals;

« were not always linked to the budget; and

« were not always supported by accurate information produced from
systems with adequate internal control structures.

This occurred because agency personnel did not always have a clear
understanding on how to develop appropriate performance measures (as
evidenced by linking them to the budget) that can accurately measure
progress toward achieving those goals. In addition, we noted that internal
controls over performance reporting were sometimes inadequate as
designed and implemented. This resulted in reports that were of little or
no utility.

In addition, GAO noted the following in a recent report:5

3

Audit Report Nos. 50601-2-CH, “Implementation of the Government Performance and Results Act in Rural Development Fiscal

Year 1999 Washington, D.C.,” dated March 2001 and 08001-1-HQ, “Implementation of the Government Performance and Results
Act in Forest Service Fiscal Year 1999,” dated June 2000.

4

Our review of the MD&A was limited to the form and content of the Department’s draft performance measures. As noted in our

opinion, we did not receive the MD&A in time to perform audit coverage of the reported results. In addition, this information should
not be relied upon since many of the reported performance measures come from the financial system.
5 “"Managing for Results: Agency Progress in Linking Performance Plans With Budgets and Financial Statement,” Report No.

GAO-02-236 dated January 2002,
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“Pursuing a closer alignment between performance planning,
budgeting, and financial reporting is essential in supporting the
transition to a more results-oriented and accountable federal
government. For example, developing a discrete allocation between
requested budget funding and expected performance goals are a
critical first step in defining the performance consequences of
budgetary decisions. Comparably, linking performance and financial
information is both a key feature of sound management — reinforcing
the connection between resources consumed and results achieved —
and an important element in presenting to the public a useful and
informative perspective on federal spending.”

Effectively identifying and achieving program performance goals is
becoming even more critical because the results are being considered as
part of the fiscal year 2003 budget process.

Develop a comprehensive training program to

RECOMMENDATION NO. 5 assist agency personnel in identifying results
orientated, supportable performance

measures that can be linked to budget and
financial reports.
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VI. IMPROVEMENTS ARE NEEDED IN INFORMATION TECHNOLOGY
(IT) SECURITY AND CONTROLS

As part of our audits on the Department’'s IT

FINDING NO. 6 security and controls,” we identified

widespread and serious weaknesses in the

Department’s ability to adequately protect (1)

assets from fraud and misuse, (2) sensitive information from inappropriate

disclosure, and (3) critical operations from disruption.  Significant

information security weaknesses were reported with inadequately

restricted access to sensitive data being the most widely reported

problem. This and other types of weaknesses identified, place critical

departmental operations, as well as, the assets associated with these

operations; at great risk of fraud, disruption, and inappropriate
disclosures.

Our audits found that USDA had initiated actions to strengthen IT security
in the Department. The Department, through its Chief Information Officer
(CIO) had established a Department-wide security program, implemented
a departmental security incident response program, and strengthened
their oversight function through implementation of program reviews of
agencies’ security programs. Despite these actions, however, the
Department had still not reached its goal of adequately securing its critical
IT resources.

Our audits disclosed the following IT security weaknesses within the
Department:

« The Department was not fully compliant with several requirements of
OMB Circular A-130 and Presidential Decision Directive (PDD) 63.
Agencies had not prepared and tested contingency and business
continuity plans (the Department's mainframe operations had
adequate disaster and contingency plans in place), had not properly
certified to the security controls in place on their systems, and had not
assessed the risks to their systems and established plans to mitigate
those risks.

« Agencies’ networks and systems were vulnerable to internal and
external intrusion. Using a commercially available software program

5 Audit Report Nos. 50099-27-FM, “Security Over USDA Information Technology Resources Needs Improvement,” dated, March

2001, and 50099-32-FM, “Government Information Securitx Reform Act — Fiscal Year 2001,” datedi August 2001.
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we identified over 3,400 high and medium-risk vulnerabilities in the
nearly 1,300 systems we scanned during our audits.

« Agencies had not established adequate physical and logical access
controls to ensure that only authorized users can access critical
agency data. While Office of Chief Information Officer (OCIO) has
begun to address these areas since our initial audits, additional
progress is needed to ensure that only authorized users can access
critical agency data.

« Nine of the 11 agencies reviewed had not assessed the risks to their
systems and initiated a plan to eliminate or mitigate those risks. The
Department’'s OCIO is in the process of implementing its risk
assessment program by providing agencies with checklists that will
assist the agencies in evaluating the risks to their systems.

« Our audit included tests at four agencies to ascertain the adequacy of
training provided to employees. We found that agencies recognized
the need for adequate training, but two of the four agencies were
unable to provide the specific training given to their technical staff.
The Department does not have a minimum standard, based on
continuing education hours or other quantitative means, by which to
measure the sufficiency of training given to IT personnel.

« The Department had a documented security incident response
procedure in place and, based upon our review, was operating
effectively at the Department level. However, the Department was not
able to monitor all agencies’ networks requiring additional actions at
the agency level.

« We reviewed the performance measures established by OCIO and
four agencies as required by the GPRA. The OCIO established a
performance measure to implement a Department-level risk
management program; however, there were no performance
measures in place to ensure that individual agencies conduct risk
assessments, implement security plans, or test and evaluate security
controls and techniques.

« The Department had established a comprehensive Capital Planning
and Investment Control (CPIC) program. Additional audit work in this
area is ongoing; however, our initial review disclosed that the agencies
were generally following the CPIC program and using Information
Technology Investment Portfolio System (I-TIPS) to track their IT
investments.
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« Our initial review of contractor oversight at four agencies found that
most do not ensure that contractors have the proper security
clearances or background checks, or ensure that they are sufficiently
trained in Federal security requirements. Only two of the four agencies
we reviewed included Federal requirements in their statements of
work, and only one of those two had a process in place to ensure that
contractors understand Federal requirements before awarding the
contract.

Recommendations made to correct the deficiencies were either made in
prior reports, or will be made in audits currently underway. Therefore, no
recommendations are made in this report.
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VIl. FMFIA CORRECTIVE ACTION NEEDS TO BE MORE TIMELY

Since our fiscal year 1991 financial statement
FINDING NO. 7 audit, we have reported that the Department
has been unable to provide reasonable

assurance to the President of the United
States, that the Department’s financial management systems conform to
certain standards and principals. These systems account for over $127
billion in total assets.

USDA has a longstanding history of deficiencies in its accounting and
financial management systems. Since 1991, because of these
deficiencies, we have issued a series of unfavorable financial audit reports
on USDA and several of its component agencies. In addition, USDA
ability to comply with budgetary and financial statement reporting
requirements is severely hampered by its accounting and financial
systems’ deficiencies. Given the longstanding nature of USDA’s financial
management deficiencies and the lack of timely corrective actions,
complete resolution will continue to be a significant challenge.

We have reported concerns with the lack of timely corrective actions on
longstanding material weaknesses since our fiscal year 1991 financial
statement audit. We again analyzed the USDA fiscal year 2001 draft
FMFIA report, which identified 28 outstanding material Section 2
weaknesses and four outstanding Section 4 non-conformances and found
the following:

« Of the 19 outstanding material Section 2 weaknesses existing prior to
fiscal year 2001, we noted 5 weaknesses where the estimated
completion timeframes for corrective action had been extended for at
least 6 and up to 9 times.

« We found that estimated completion timeframes for 15 of the 19
outstanding material weaknesses identified prior to fiscal year 2001
had been extended in the fiscal year 2001 FMFIA report.

« We also analyzed each of the four Section 4 systems non-
conformances reported in the draft fiscal year 2001 FMFIA report to
determine if there were any similar “slippages” in the target completion
date. Three of the Section 4 system non-conformances were first
identified prior to fiscal year 1995. Based on our analysis, we
determined that all of the Section 4 system non-conformances
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identified prior to fiscal year 1995 had at least two extensions or
slippages.

In a prior year’s financial statement audit we recommended that agency
administrators establish, with OCFO oversight, a task force consisting of
each agency’s top financial management to identify the obstacles that
prevent corrective action; and develop a corrective action plan and
establish realistic timeframes for achieving corrective action. The OCFO
responded that it agreed with the finding in general, but believed the
recommendations were not cost effective because they essentially
duplicate actions already in progress. During the third quarter of fiscal
year 2000, OCFO implemented a quarterly reporting process whereby
agencies are required to report on the status of corrective actions. OCFO
indicated that it does assist agencies in correcting crosscutting financial
management issues such as credit reform and financial reporting and will
elevate material weaknesses with continued slippages to agency/staff
office heads or sub cabinet level officials for action, as appropriate. Since
this new process was to have been only implemented by December 31,
2001, we are making no further recommendations at this time. However,
we continue to believe more needs to be done in this area.

This report is intended solely for the information and use of the management of USDA,
OMB and Congress, and is not intended to be and should not be used by anyone other
than these specified parties.

s/

JOYCE N. FLEISCHMAN
Acting Inspector General

February 8, 2002
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USDA UNITED STATES DEPARTMENT OF AGRICULTURE ﬁ%’fgf
_ OFFICE OF INSPECTOR GENERAL E *

Washington, D.C. 20250

REPORT OF THE OFFICE OF INSPECTOR GENERAL
ON COMPLIANCE WITH LAWS AND REGULATIONS

TO: Edward R. McPherson
Chief Financial Officer
Office of the Chief Financial Officer

We attempted to audit the accompanying financial statements of USDA as of and for the
fiscal year ended September 30, 2001, and have issued our report thereon dated
February 8, 2002.

The management of USDA is responsible for compliance with laws and regulations
applicable to the Department. As part of obtaining reasonable assurance about whether
the Principal Financial Statements are free of material misstatement, we performed tests
of the Department's compliance with certain provisions of laws and regulations,
noncompliance with which could have a direct and material affect on the determination of
financial amounts and certain other laws and regulations specified in OMB Bulletin 01-02,
including the requirements referred to in the FFMIA of 1996. We tested compliance with:

« Anti-Deficiency Acts of 1906 and 1950;

« Budget and Accounting Procedures Act of 1950;

» Chief Financial Officers Act of 1990;

« Debt Collection Improvement Act of 1996;

o Federal Credit Reform Act of 1990;

» Federal Financial Management Improvement Act of 1996:
» Federal Managers' Financial Integrity Act of 1982;and

« Government Performance and Results Act of 1993.

As part of the audit, we reviewed management's process for evaluating and reporting on
internal control and accounting systems, as required by the FMFIA, and compared
USDA's most recent FMFIA report, with the evaluation we conducted of USDA's internal
control structure. We were unable to review and test USDA policies, procedures, and
systems for documenting and supporting financial, statistical, and other information
presented in the MD&A section because it was not submitted in time for us to review as a
part of this audit. Furthermore, providing an opinion on compliance with certain
provisions of laws and regulations was not an objective of our audit, and accordingly, we
do not express such an opinion.
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Under FFMIA, we are required to report whether the Department's financial management
systems substantially comply with (1) the Federal Financial Management System
Requirements (FFMSR), (2) applicable accounting standards, and (3) the Standard
General Ledger (SGL) at the transaction level. To meet this requirement, we performed
tests of compliance with FFMIA, Section 803(a).

The results of our tests disclosed instances, described in our "Findings and
Recommendations” section, where the Department's financial management systems, as
a whole, did not substantially comply with the three requirements in the preceding
paragraph.

Material instances of noncompliance are failures to follow requirements, or violations of
prohibitions, contained in law or regulations that cause us to conclude that the
aggregation of the misstatements resulting from those failures or violations is material to
the financial statements, or the sensitivity of the matter would cause it to be perceived as
significant by others. The results of our tests of compliance with the laws and regulations
described in the preceding paragraphs exclusive of FFMIA disclosed instances of
noncompliance that are required to be reported under Government Auditing Standards
and OMB Bulletin 01-02. Material instances of noncompliance noted during our audit are
presented in the "Findings and Recommendations” section of this report.
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FINDINGS AND RECOMMENDATIONS

VIIl. USER FEE COST ACCOUNTING NEEDS IMPROVEMENT

The Department’s systems have not been designed to provide sufficient and relevant
cost information required to comply with the SFFAS No. 4, “Managerial Cost Accounting
Concepts and Standards,” effective September 30, 1996. This statement is aimed at
providing reliable and timely information on the full cost of Federal programs, activities,
and outputs. This information can be used by Congress and Federal executives in
making decisions about allocating resources, authorizing and modifying programs,
evaluating program performance, and making managerial decisions to improve
economy and efficiency. USDA |s unable to provide reliable and timely cost
information. Specifically, our review’ of the accounting for user fees at two selected
agencies disclosed that both agencies were not including the full costs of their user fee
programs when determining fees. In addition, the Things of Value® as reported to the
OCFO were reported at the summary level, in some cases, rather than individually.

We noted that the agencies were not

FINDING NO. 8 recovering the full costs of performing
services for each of their individual programs

because they viewed the cost recovery at the

USDA IS NOT COMPLYING fund level rather than at the individual
WITH MANAGERIAL COST program level. We noted that for fiscal year

ACCOUNTING STANDARDS 2000, two of the three funds showed revenues
in excess of obligations, although several of

the individual programs within the funds
showed losses.

In addition, we noted that the agencies were not including all costs of the
programs such as “Imputed unfunded pension costs,” and “Imputed
unfunded other retirement benefits,” which are specifically cited in SFFAS
No. 4, “Managerial Cost Accounting Concepts and Standards for the
Federal Government,” and the Forms and Instructions |ssued by the
OCFO as costs to be included in accounting for the full cost’ of services.

" We reviewed the most current user fees review performed by the agencies.

8 Things of Value are defined as tangible and intangible goods, services, benefits, commercial functions, programs, and
reimbursable activities provided to nonfederal entities and people.

° Full cost is defined as the sum of costs of resources consumed by an agency that directly or indirectly contribute to producing

things of valuei and the costs of identifiable suggort services Erovided bx other Federal organizations.
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Agency officials stated they do not believe these type costs are actual
costs to the agency, since the agency does not get billed for them. They
further stated that they do not believe that they have the legal authority to
include imputed costs in the user fee calculations.

We also noted where Things of Value as reported to the OCFO were
reported at the fund level rather than at the program level. For example:
the User Fee Fund was reported as a single Thing of Value although it
consisted of four different fee programs, each of which could be
considered a Thing of Value. In total, these three funds contained 16
individual programs.

Develop a plan and strategy to facilitate

RECOMMENDATION NO. 6 agencies’ compliance with SSFAS No. 4 when
accounting for user fees. Provide training as

necessary.

Ensure that agencies are reporting user fees
RECOMMENDATION NO. 7 at the appropriate level (e.g., program).
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IX. SUBSTANTIAL NONCOMPLIANCE WITH FFMIA REQUIREMENTS

USDA’s financial management systems, as a
FINDING NO. 9 whole, do not substantially comply with the
requirements of the FFMIA. This lack of
compliance is due to a plethora of legacy,

stove-pipe, disparate accounting systems that
are not integrated; longstanding material internal control weaknesses;
substantial noncompliance with FFMSR; and the inability to prepare
auditable financial statements in a timely manner. As a result, Department
and agency officials do not have the critical financial management
information to manage over $127 billion in assets.

The FFMIA provides that an agency of the Federal Government will be
considered to be in substantial compliance with financial management
system requirements if among other issues:

Agency financial management systems meet the OMB Circular A-127
requirements.

The agency can prepare audited financial statements in accordance
with applicable accounting standards.

The agency can comply with the SGL.

According to the FFMIA, substantial noncompliance with the requirements
in any one or more of the three areas included in FFMIA would result in
substantial noncompliance with the Act.

Beginning with our fiscal year 1991 audit report on the USDA consolidated
financial statements, we have reported that the Department has been
unable to provide reasonable assurance to the President of the United
States, that the Department’s financial management systems conform with
applicable standards and principals. The USDA'’s financial management
systems do not meet the OMB Circular A-127 requirement that each
agency establish and maintain a single, integrated financial management
system. The financial management systems also do not follow
requirements published in JFMIP's FFMSR series, which prescribe the
functions that must be performed by systems to capture information for
financial statement preparation.
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USDA’s draft FFMIA Remediation Plan, dated September 30, 2001,
identified three agencies and the OCFO/NFC that are in need of
substantial financial management system improvements, including areas
of planned remedial actions, along with planned completion dates, to
resolve their financial management problems. Last year's plan showed
that remedial actions were to be completed by the end of fiscal year 2003.
This date has been extended to the end of fiscal year 2004 in the current
plan.

We considered these material instances of noncompliance in forming our opinion on
whether the fiscal year 2001 Principal Financial Statements of USDA are presented
fairly, in all material respects, and this report does not modify the disclaimer of opinion
expressed in our report, dated February 8, 2002.

This report is intended solely for the information of the management of USDA, OMB

and Congress, and is not intended to be and should not be used by anyone other than
these specified parties.

s/
JOYCE N. FLEISCHMAN

Acting Inspector General

February 8, 2002
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AICPA
CAS
CCC
CFO
CIO
CPA
DR
FASAB
FBWT
FFIS
FFEMIA
FMFIA
FMS
FS
FSDW
GAO
GPRA
T
JEMIP
MD&A
NFC
OCFO
OCIO
OIG
OMB
PROP
RSSI
SF
SFFAS

ABBREVIATIONS

American Institute of Certified Public Accountants
Central Accounting System

Commodity Credit Corporation

Chief Financial Officers Act

Chief Information Officer

Certified Public Account

Departmental Regulation

Federal Accounting Standards Advisory Board
Fund Balance with Treasury

Foundation Financial Information System

Federal Financial Management Improvement Act
Federal Managers Financial Integrity Act
Financial Management Service

Forest Service

Financial Statement Data Warehouse

General Accounting Office

Government Performance and Results Act
Information Technology

Joint Financial Management Improvement Program
Management Discussion and Analysis

National Finance Center

Office of the Chief Financial Officer

Office of the Chief Information Officer

Office of the Inspector General

Office of Management and Budget

Personal Property Management System
Required Stewardship Supplement Information
Standard Form

Statement of Federal Financial Accounting Standards
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Management’s Discussion And Analysis

Introduction

When founding the Department of Agriculture (USDA) in 1862, Abraham Lincoln called it “the
people’s department.” In Lincoln’s day, 90% of the “people” were farmers who needed good seed and
information to grow their crops. Today, with fewer than 2% of our Nation’s population working the
land, USDA serves not only farmers but also everyone who eats food, wears clothes, lives in a house,
or visits a rural area or a National forest. The heart of the Department remains production agriculture,
helping farmers feed America and the world in a sustainable way. But, USDA also:

« Promotes open markets for U.S. agricultural products;

» Leads the federal anti-hunger effort by providing food stamps to hungry families; school meals
to children; and nutritious food and health referrals for pregnant women, new mothers, and
their young children;

» Is the Nation’s largest conservation agency - helping people protect soil, water, and wildlife on
the 70% of land that is privately owned;

» Manages 192 million acres of America’s forests and grasslands;

« Is the Federal Government’s largest direct lender, providing loans to farmers and investors in
rural America;

« Brings housing, telecommunications, safe drinking water, business opportunities, and other
essential services to the Nation’s rural communities;

« Ensures the safety of meat, poultry, and egg products;
» Safeguards America’s animal and plant resources from invasive pests and diseases;

» Leads research on a range of topics, from human nutrition to new crop technologies that allow
farmers to grow more food using fewer chemicals; and

» Provides food to needy people overseas.

Mission

The mission of USDA is to enhance the quality of life for the American people by supporting
agriculture production; ensuring a safe, affordable, nutritious, and accessible food supply; caring for
public lands and helping people care for private lands; supporting sound sustainable development of
rural communities; providing economic opportunities for farm and rural residents; expanding global
markets for agricultural and forest products and services; and working to reduce hunger in America
and throughout the world.
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Organization

The Department’s mission is carried out through seven mission areas described below:

Organization Chart

Secretary
Deputy Secretary
Chief Chief General Inspector Executive Director of
Information Financial Counsel General Operations Communications
Officer Officer
Under Under Under Under Under Under Under
Secretary for Secretary for Secretary for Secretary for Secretary for Secretary for Secretary for
Natural Farm and Rural Food, Nutrition, Food Safety Research, Marketing and
Resources and Foreign Development and Consumer Education, and Regulatory
Environment Agricultural Services Economics Programs
Services
Assistant Assistant
Secretary for Secretary for
Congressional Administration
Relations

Farm and Foreign Agricultural Services (FFAS) Mission Area

The Farm and Foreign Agricultural Services mission area, comprised of the Farm Service Agency
(FSA), the Foreign Agricultural Service (FAS), the Commaodity Credit Corporation (CCC), the Risk
Management Agency (RMA) and the Federal Crop Insurance Corporation (FCIC), helps keep
America’s farmers and ranchers in business as they face the uncertainties of weather and markets.
These agencies deliver commodity, credit, conservation, disaster, and emergency assistance programs
that help improve the stability and strength of the agricultural economy. FFAS contributes to the

vitality of the farm sector with programs that encourage the expansion of export markets for U.S.
agriculture. In cooperation with the private sector, this mission area offers broad-based crop insurance
programs and other risk management tools.

Food, Nutrition, and Consumer Services (FNCS) Mission Area

The Food, Nutrition, and Consumer Services mission area works to harness the Nation’s agricultural
abundance to end hunger and improve nutrition and health in the United States. It operates through
two agencies, the Food and Nutrition Service (FNS), which administers the Federal domestic
nutrition assistance programs, and the Center for Nutrition Policy and Promotion (CNPP), which
links scientific research to the nutrition needs of consumers through science-based dietary guidance,
nutrition policy coordination, and nutrition education and promotion.

Food Safety Mission Area

The Food Safety Mission Area ensures that the Nation’s commercial supply of meat, poultry, and egg
products is safe, wholesome, and correctly labeled and packaged. The mission area also plays a key
role in the President’s Council on Food Safety and is instrumental in coordinating a National food
safety strategic plan among various partner agencies including the Department of Health and Human
Services, the Environmental Protection Agency, and others.
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Marketing and Regulatory Programs (MRP) Mission Area

The Marketing and Regulatory Programs mission area facilitates the domestic and international
marketing of U.S. agricultural products and ensures the health and care of animals and plants. MRP
agencies are active participants in international and national standards setting, through international
organizations and Federal-State cooperation. Three agencies operate under the MRP mission area: the
Agricultural Marketing Service (AMS), the Animal and Plant Health Inspection Service (APHIS),

and the Grain Inspection, Packers and Stockyards Administration (GIPSA).

Natural Resources and Environment (NRE) Mission Area

The goal of the Natural Resources and Environment mission area is to ensure the health of the land
through sustainable management. To achieve this goal, NRE agencies work to: prevent damage to
natural resources and the environment; rest@eesource base and environment to a healthy and
sustainable condition where it is impaired; and promote good land management to conserve resource
health and ensure the maximum return from investment in conservation. NRE is composed of the
Forest Service (FS) and the Natural Resources Conservation Service (NRCS). Both agencies also
assist with rural development and help communities with natural resource concerns, such as erosion
control, watershed protection, and forestry.

Research, Education, and Economics (REE) Mission Area

The Research, Education, and Economics mission area is dedicated to the creation of a safe,
sustainable, competitive U.S. food and fiber system and strong communities, families, and youth
through integrated research, analysis, and education. Through the Agricultural Research Service
(ARS), the Cooperative State Research, Education, and Extension Service (CSREES), the Economic
Research Service (ERS), and the National Agricultural Statistics Service (NASS), REE provides
research, analysis, and data to benefit consumers and promote agricultural prosperity and sustainable
agricultural practices.

Rural Development (RD) Mission Area

Rural Development programs enhance the ability of rural communities to develop, grow, and improve
their quality of life by targeting financial and technical resources to areas of greatest need, through
activities of greatest potential. The Rural Development mission area consists of three agencies: the
Rural Business - Cooperative Service (RBS), the Rural Housing Service (RHS), and the Rural
Utilities Service (RUS), plus the Office of Community Development, which administers the
Administration’s Rural Enterprise Zones/Enterprise Communities initiative, and the National Rural
Development Partnership, a Nationwide network of rural development leaders and officials
committed to the vitality of rural areas.

Departmental Offices

Department-level offices provide centralized leadership, coordination, and support for the policy and
administrative functions of the Department, helping program agencies deliver services to all USDA
customers and stakeholders.
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Performance Goals And Results

In June 2001, USDA issued its first department-wide annual performance plan. The USDA Fiscal
Year (FY) 2002 Annual Performance Plan and Revised Plan for FY 2001 marked the continuation of
a new corporate approach to performance management that began with the preparation of the USDA
FY 2000-2005 Strategic Plan. The annual performance plan builds on that effort by setting out
measurable goals that define what will be accomplished during the fiscal year in support of the
broader goals contained in the strategic plan.

In February 2002, USDA will issue its first department-wide annual performance report. The USDA
FY 2001 Annual Performance Report provides information on actual performance and progress in
achieving the goals and objectives in the strategic plan and annual performance plan.

USDA uses a variety of tools to measure the progress it makes toward achieving its strategic goals.
These tools include:

» Program Evaluations;
»  Advisory Committees;
» Inspector General, General Accounting Office, and Other External Reviews; and

» Internal Management Studies and Performance Management Systems.

Because the Department works with a range of partners to achieve many of its goals, USDA does not
always gather the performance data used in its plans. As a result, the Department cannot always
control the timeliness and/or accuracy of this data. Where USDA does maintain the performance data,
every effort is made to ensure the data is timely and reliable.

The key performance goals and results that follow were selected from the USDA FY 2001 Annual
Performance Report and are presented in relation to USDA's five strategic goals:

STRATEGIC GOAL 1: Expand economic and trade opportunities for
U.S. agricultural producers.

Objective 1.1: Provide an effective safety net and promote a strong,
sustainable U.S. farm economy.

Maintaining profitable operations is the only avenue to running a successful farm or ranch. While
factors such as market conditions, weather, and plant and animal diseases can play an important role,
the efficiency of a farm’s production system largely determines whether the operation will be
economically viable. For this reason, helping farmers and ranchers increase the profitability of their
operations and decrease the dependence on governmental assistance is a primary USDA objective.

In difficult times, USDA must provide an effective, efficient farm safety net to protect the men and
women who feed this country and much of the world. Today, the primary components of the safety

net are farm loans and other forms of income support, as well as crop insurance and other risk
management tools designed to help mitigate the inherent risks of farming that are outside an

individual producer’s control. The safety net also includes a broad range of activities that are heavily
reliant on research-from increasing the efficiency and sustainability of farming and ranching
operations to protecting U.S. agriculture from invasive species and diseases that can threaten regional
farm economies.
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Farm Loans

FSA’s loan programs are designed to help family farmers who are temporarily unable to obtain
private, commercial credit. In many cases, loans are issued to beginning farmers who have
insufficient net worth to qualify for commercial credit. In other cases, credit is provided to farmers
who have suffered financial setbacks from natural disasters, or who have limited resources with
which to establish and maintain profitable farmamgrations.

Some farmers obtain their credit needs through the use of loan guarantees. Under a guaranteed loan, a
local agricultural lender makes and services the loan, and FSA guarantees it against loss up to a
maximum of 90 percent in most cases. FSA has the responsibility of approving all loan guarantees

and providing oversight of lenders’ activities. By focusing outreach efforts on increasing the number

of loans made to minorities and beginning farmers, FSA wants to increase the number of loans made
to these producers through aggressive outreach efforts.

Farm Operating and Ownership Loans
Made or Guaranteed to Minorities and
Beginning Farmers
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Analysis of Results: USDA continued the trend of providing more financial assistance to underserved
groups. USDA made $996 million in loans to Socially Disadvantaged Farmers and Beginning Farmer
applicants in 2001. However, despite the $3 million increase from FY 2000 to 2001, USDA fell short

of its overall target of $1,026 million. This was primarily due to a $65 million decrease in funding for
the direct ownership loan program in FY 2001 as compared to FY 2000. In FY 2001, 65 percent of

the direct ownership loans were made to beginning farmers; had the program been funded at FY 2000
levels and a comparable percentage been made to beginning farmers, the target would have been
exceeded by $15 million. The levels of direct and guaranteed operating loans and guaranteed
ownership loans to underserved groups all increased in FY 2001, as compared to FY 2000.

Crop Insurance

The purpose of Federal crop insurance is to provide an actuarially sound risk management program to
protect producers against losses due to unavoidable causes such as drought, excessive moisture, hail,
wind, hurricane, tornado, lightening, insects, etc., or to protect against loss of revenue due to reduced
process, reduced yields, or a combination of both. Crop insurance is available to producers as either
Catastrophic Coverage or varying levels of additional coverage. Participation in the crop insurance
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program has increased significantly in the last decade. One measure of this increased participation
rate is the liability (or value of insurance in force) of the Federal crop insurance program. The
insurance in force is the total amount of coverage provided to producers who participate in the
program.

Total Insurance in Force
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Analysis of Results:As evidenced in value of “total insurance in force,” efforts to provide producers
with economically sound risk management tools have succeeded, as producers are utilizing risk
management tools to a greater extent. In 1994, producers were protected by $13 billion in insurance
liability. For 2001, participation levels have risen to more than $35 billion in insurance liability.

Pests and Diseases

One key way that APHIS helps protect the livelihood of our country’s farmers and ranchers is by
working to prevent invasive pests and diseases from crossing the borders into our country. Such pests
and diseases have caused severe losses to agricultural resources in the past. For example, if APHIS
were not working to exclude Mediterranean fruit fly or foot-and-mouth disease from our country, our
country could potentially suffer production and marketing losses of several billion dollars annually.

APHIS’ animal and plant health programs exclude exotic pests from the U.S. and quickly detect and
respond to those that are introduced, minimizing agricultural production losses, maintaining market
viability, and minimizing environmental damage. In partnership with federal and state agencies, other
countries, industries, and professional organizations, APHIS works to develop and maintain an
effective capability to detect, respond to, and eliminate outbreaks of invasive pests and diseases. The
management of these activities, which includes animal and plant health, human health, trade and
national security impacts, has become increasingly complex.

APHIS uses a number of strategies to deal with the myriad pathways by which exotic agricultural
pests and diseases could enter the U.S. One of the key strategies is to assess which agricultural
products are likely to be carrying exotic invasive pests and diseases and then to use the Agency’s
regulatory authority to prohibit those products from being brought to the U.S. This strategy enables
the Agency to monitor and inspect for the most significant agricultural health threats more easily,
many of which are difficult to detect among the thousands of international travelers approaching our
borders every day.
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APHIS uses a number of methods to encourage compliance with its quarantine regulations, including
public awareness campaigns to help the public and importers understand the need for compliance,
inspections of passenger baggage and cargo at points of origin, posting inspectors at ports of entry,
and expediting inspection activities in coordination with other Federal Inspection Service agencies.

APHIS also seizes prohibited products at ports of entry and imposes penalties on those who are
caught carrying prohibited products. To intercept as many of theses potential threats to U.S.
agricultural health, inspectors use a number of enforcement strategies, including participating in
Passenger Analytical Units at airports to target high-risk passengers, monitoring dedicated commuter
lanes at land border ports of entry on the northern and southern borders, working with the U.S. Army
to develop new x-ray technology to detect agricultural products in baggage based on atomic makeup
and shape, and participating in inspection “blitzes” as part of multi-agency Trade Compliance teams
to search for prohibited items in U.S. markets.

International Air Travelers Complying
with Restrictions to Prevent Entry of
Pests and Diseases
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Analysis of Results:USDAS’ Plant Protection and Quarantine (PPQ) program exceeded its FY 2001
performance goal of international air travelers who comply with restrictions to prevent the entry of
pests and diseases. By virtue of a 96.6 % compliance rate, PPQ’s efforts to safeguard US plant and
animal resources against introductions of foreign pests and diseases were successful. The FY 2001
target was exceeded due to the additional inspectional and outreach activities at the Ports of Entry to
address the outbreaks of Foot and Mouth Disease (FMD) in the United Kingdom and other parts of
Europe. PPQ, through extensive educational, communication, and public awareness efforts, increased
the international traveler’s knowledge of USDA's quarantine regulations. Additional resources were
also devoted to inspecting all passengers from the countries that have FMD, resulting in the
compliance of a significantly higher percentage of passengers.

Objective 1.2: Expand market opportunities for U.S. agriculture.

Expanding market opportunities, both at home and abroad, for U.S. agriculture is central to USDA's
goal of improving the economic livelihood of farmers and ranchers. Given that 96% of American
agriculture’s potential customers reside outside the Nation’s borders, international trade presents an
immense opportunity to strengthen the U.S. farm economy.
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Sales at International Trade Shows

A key way USDA assists U.S. agriculture in expanding the U.S. presence in foreign markets is
through its sponsorship of international trade shows that feature American food and agricultural
products. The Department also has an on-ground presence in approximately 130 countries around the
world, collecting and relaying back to U.S. participants up-to-the-minute market intelligence on

foreign trade leads and buyer alerts, and providing country importer listings to interested U.S.
exporters. Additionally, USDA's overseas agricultural trade officers and attaches work with foreign
public and private sector groups to arrange marketing events such as in-store brand promotions for
U.S. foods, and wine-tasting contests that feature U.S. wines. The combined result of this work is
summarized below:

Analysis of Results:FY 2001 was a productive year for U.S. agriculture. Exports turned the corner
in FY 2000 after a disappointing year in FY 1999, registering nearly a billion dollars in sales growth.
This trend was continued in FY 2001, with agricultural exports reaching nearly $53 billion—up $2.1
billion over FY 2000. World trade for FY 2001, while not yet officially estimated by the United
Nations, Food and Agricultural Organization until 2003, is expected to be about $287 billion. At this
estimate, FY 2001 exports by the U.S. climbed to 18.45 %. A simple trend-line estimate of market
growth to reach 22% market share by FY 2010 set the U.S. FY 2001 goal at 18.5% market share.
U.S. agricultural exporters were therefore “on track” during FY 2001 to reach the FY 2010 goal.

Much of the FY 2001 gain was in Asia, as that region’s economic growth continues to rebound from
the financial crisis of 1997-99. Export prospects are promising in both value and volume terms for
most major commodities, including corn, wheat, soybeans, soybean meal, livestock products, and
horticultural products. While U.S. agriculture has made progress, there still remains much work
ahead. Reversing the long-term negative trend in U.S. market share in global markets must continue
to be a major priority. Reclaiming the 22 % share of the world market that USDA had in the early
1990s is an ambitious but achievable goal. However, it will require additional commitment and a shift
in focus towards targeting and aggressively pursuing opportunities in the growth markets where U.S.
companies need to be in order to increase their market share over the next decade.

However, this new focus must be balanced with the need to maintain U.S. presence in those mature
markets that U.S. companies have established over the last 20 years. An example of this shift is
represented by the performance indicator for trade shows.

Annual Sales Reported by U.S.
Exporters from On-site Sales at
International Trade Shows
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USDA is shifting its support to assist U.S. firms attending shows in emerging, higher-risk growth
markets. Exporters will continue to attend established shows in the mature markets, but need
assistance in the emerging ones to offset the initial costs and risks in capturing new markets.
Additional exports are expected to result from U.S. participation in trade shows in both mature and
emerging markets. However, the full benefit is likely to be under-estimated in the report because
USDA only tracks on-site sales at the events. Sales that occur after the events as a result of follow-up
contacts are not currently reported.

STRATEGIC GOAL 2: Promote health by providing access to safe,
affordable, and nutritious food.

Objective 2.1: Reduce hunger and improve nutrition among children and
low-income people in the United States.

Nutrition Assistance Programs

USDA's domestic nutrition assistance programs work in communities across the country to reduce
hunger and improve nutrition by providing children and low-income people with access to food, a
healthful diet, and nutrition education. These efforts touch the lives of one in six Americans and
account for nearly one-half of USDA's expenditures.

One of thdargest programs is the Food Stamp Program (FSP). This program increases the food
purchasing power of low-income households across the country, helping them to purchase and enjoy
a more nutritious diet.

Food Stamp Program Participants
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Analysis of Resultdn general, nutrition assistance program participation in FY 2001 reached the
levels projected in the FY 2001 performance plan. As program participation is voluntary,

performance projections related to participation are estimated based on assumptions about economic
and other factors that impact the likely behavior of eligible populations.
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The FSP did not reach its projected average monthly participation level in FY 2001. This reflects
lower-than anticipated participation at the beginning of the year; participation increased in 10 out of
12 months in FY 2001, reaching 17.85 million in September.

The FY 2001 level, while not as high as anticipated, reflects an end to the annual declines in FSP
participation that have occurred each year since the program’s peak annual average participation level
of 27.5 million in FY 1994. The FY 2001 increase resulted largely from weakening economic
conditions, demonstrating the program’s ability to respond automatically to a changing economy.

Objective 2.2: Reduce hunger and malnutrition around the world.

While hunger is a profoundly important domestic issue, it is an even larger challenge around the
world.

Food Aid Exports

USDA is contributing in a major way to helping the U.S. live up to its commitment to reduce the
number of hungry and malnourished people in the world through its continued participation in foreign
aid activities. While helping developing countries with food deficits feed their people, these activities
also provide long-term benefits to the U.S. economy by cultivating tastes and preferences for U.S.
food and agricultural products through their introduction to consumers in developing countries.
USDA supports the attainment of this outcome by prioritizing and targeting its food aid exports to the
most needy populations in developing countries.

U.S. Food Aid Exports Under P.L. 480
Title I and Food for Progress
Supporting World Food Security
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Analysis of Results:FAS shipped a total of about $227 million worth of commaodities under the P.L.
480, Title I, Food for Progress, and Section 416(b) programs combined-exceeding the FY 2001
performance target.

Availability of surplus commaodities and donations under the Section 416(b) program provided FAS
with critical flexibility in tailoring programs to meet the needs of recipients as the year progressed.
Forward planning is difficult, but remains a baseline for comparison. FAS successfully used the
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Section 416(b) program to accomplish key items such as helping to respond to the earthquakes in El
Salvador, giving continued support to the Afghan refugees, and addressing the HIV/AIDS epidemic
in many African countries.

Under Section 416(b) authority, USDA implemented the pilot Global Food for Education Initiative in
FY 2001. Through this initiative, USDA donated $147.6 million of surplus U.S. agricultural
commodities for use in school feeding and nutrition projects in developing countries. School feeding
programs help to ensure that children attend and remain in school, and improve childhood
development and achievement, thereby contributes to more self-reliant, productive societies.

Objective 2.3: Protect the public health by significantly reducing the
prevalence of foodborne hazards.

Foodborne lliness

USDA works effectively every day to achieve the greatest possible reduction in the risk of foodborne
illness associated with meat, poultry, and egg products, over which USDA has jurisdiction. In recent
years, the Department, in conjunction with other Federal agencies, has made significant progress in
reducing foodborne illnesses by overhauling USDA's inspection system and taking a more
science-based approach. Via targeted research, specifications for purchased commaodities, inspection,
and education, the Department is continually enhancing food safety. Foodborne iliness surveillance
data for 1999 compared with data from 1996 suggest that significant reductions in the incidence of
foodborne illnesses have occurred. The Centers for Disease Control and Prevention (CDC) has stated
that the declines iBalmonellosisndCampylobacteriosisnay reflect changes in meat and poultry

plants mandated by USDA.

Although the United States has one of the safest food supplies in the world, foodborne illness
continues to impact consumers. According to USDA research, illness caused by unsafe food could
cost the United States as much as $8 billion annually in increased medical expenditures and lost
productivity. Food products are exposed to a large variety of chemical residues that may pose acute
and long-term risks to consumers.

In order to improve public health and safety, USDA is committed to reducing the prevalence of
foodborne hazards from farm to table through coordinated, science-based programs. The scientific
data generated by these programs is providing the foundation for improving food safety practices
during production, processing, and consumer handling of food.

Meat, Poultry, and Egg Products Inspection: Because of its food safety responsibilities and its
presence in so many plants, the FSIS depends upon a large and dedicated workforce of professional,
scientific, and technical personnel to inspect the Nation's commercial supply of meat, poultry, and

egg products. FSIS provides inspection at approximately 6,000 plants that slaughter cattle, swine,
sheep, goats, horses, chickens, and turkeys, as well as plants that process a wide range of processed
products including hams, sausage, stews, eggs, and frozen dinners. In addition, FSIS oversees
approximately 26 State inspection programs, conducts compliance reviews of Federally inspected or
exempted products at warehouses, distributors, retail stores, etc., and inspects imported products
through a comprehensive system of import controls.

While USDA inspects a variety of meat, poultry, and egg products, broiler chickens, market hogs, and
ground beef have been selected as representative samples to ilgssraaaellareductions.
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Prevalence of Salmonella on broiler chickens.
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Analysis of Results:In two out of three indicators, USDA exceeded its targets for reducing the
prevalence ofalmonellaMany factors can influence prevalence data on a year-to-year basis.
However, USDA is encouraged by these results. If these trends continue, USDA will be
accomplishing most of the targets set forth in its Strategic Plan ahead of schedule. USDA has already
exceeded the FY 2005 target set3atmonellgorevalence for ground beef.

The prevalence ddalmonellaon broiler chickens continues to be problematic, and USDA is looking
into the causes as to why the rates continue to fluctuate. One such rationale is the fact that testing is
conducted randomly, and depending upon the entity tested in any given year, results can vary.
Preliminary analysis of the data indicates that a number of plants tested during FY 2001 did not meet
the performance standard set for broiler chickens, and therefore resulted in a perceived higher
prevalence rate. Given the problems of the plants in question, USDA is giving serious consideration
to increasing its activities to include not only random sampling but also sampling when there is an
indication that problems exist. For this reason, USDA is also giving serious consideration to deleting
this indicator, as the additional sampling results would skew8#hmonellgprevalence targets.

Objective 2.4: Improve public health through nutrition education, promotion,
and research.

Promoting healthy eating is vital to improving the health of the American people.

Interactive Healthy Eating Index

The CNPP develops and provides several tools containing dietary guidance that can be used to help
Americans improve their dietary status. One tool is the Interactive Healthy Eating Index (IHEI) at
www.usda.gov/cnpp This tool allows people to go directly to the Internet to assess their diet quality
and receive recommendations for improvement.

Individuals Using the Interactive Healthy
Eating Index to Assess and Improve Their Diet
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Analysis of Results:The targets for FY 2001 were exceeded by about 80 % for the IHEI.
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STRATEGIC GOAL 3: Maintain and enhance the Nation’s natural
resources and environment.

Objective 3.1: Maintain the productive capacity of the natural resource base
for future generations.

One of the most important responsibilities of the USDA is safeguarding the productive capacity of
America’s natural resources to ensure that the Nation continues to enjoy an abundant food supply and
vibrant agricultural economy. USDA provides assistance in conserving soil, water and related
resources on the Nation’s 1.5 billion acres of non-federal lands and manages 192 million acres of
national forests and grasslands for the American people.

Conservation Technical Assistance

Healthy cropland, grazing lands, and forestland are essential to the Nation’s agricultural economy.
Maintaining and improving the quality of the Nation’s soils and plant communities can increase farm
productivity, minimize the use of nutrients and pesticides, improve water and air quality, and help

store greenhouse gases. Farmers and ranchers, who manage the majority of the Nation’s rural land,
need assistance in achieving these multiple benefits. In spite of their efforts to be good stewards, more
than 800 million acres of cropland, pastureland, rangeland, and private non-industrial forestland need
additional conservation to fully protect its health and productivity.

NRCS activities to help managers of non-federal lands to manage their natural resources well include
providing technical assistance directly to agricultural producers and other natural resource managers;
sharing the costs of applying conservation practices; and conducting inventories, research, and
technology development activities. These efforts are conducted as cooperative activities with other
federal agencies and in partnership with tribal, State, and local governmental agencies and grassroots
organizations. NRCS’s Conservation Technical Assistance program is the department’s primary
means for dispensing accurate technical information and services to those who need them. USDA's
major financial assistance program that assists producers to protect land used for crop and livestock
production is the Environmental Quality Incentives Program.

Non-Federal Cropland and Grazing Land
Protected Against Degradation by Application
of Improved Conservation Systems
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Analysis of Results:The indicator includes only land on which the producer completed application

of a conservation system that considered all the resource concerns of the site: soil, water, air, plants,
and animals. (Conservationists call this a “resource management system.”) On the land where a
resource management system has been applied, all problems identified on the site have been
addressed. In addition to assisting producers in applying conservation to this level, USDA provides
assistance on additional acres where resource concerns are treated to a less comprehensive level. The
conservation on these acres, although not complete, provides significant environmental benefits.

In FY 2001, grazing land made up slightly more than 11 million acres of the 16.2 million acres of
working land on which USDA provided assistance to the resource management level. About 60 % of
these grazing land acres received financial as well as technical assistance. Financial assistance was
primarily through USDA's Environmental Quality Incentives Program (EQIP). Of the 4.6 million

acres of working cropland where treatment was applied to the full resource management system level,
about 16 % received financial assistance under EQIP and 8 % under State and local cost-share
programs.

Wildfires

Wildland fire presents increasing risks to communities and the environment. Investments in
hazardous fuel treatments are required to reduce this risk. Prescribed fire and other fuel reduction
treatments reduce this risk as well as enhance forest and range health by reducing the intensity of
wildfires, promoting forage production, maintaining fire dependant ecosystems, and protecting
vulnerable urban-wildland interfaces, the area where the urban sprawl encroaches on forested
wildlands.

After the September 11th attacks, the FS provided incident management teams to provide logistical,
planning, communications, and distribution support. These teams have years of experience managing
large-scale firefighting operations and are experts at moving and distributing supplies, providing food
and temporary shelter, setting up communications systems, planning operations, and keeping
financial accounts. Team members provided logistics support at both the World Trade Center and the
Pentagon at the request of the Federal Emergency Management Agency.

Analysis of Results:As a result of the extreme fire season in the year 2000, the National Fire Plan
(NFP) was developed. A combined Department of Interior and FS end-of-year report will be released
in January 2002 and will provide a detailed accounting of accomplishments under the NFP. Two
critical components of the NFP are community assistance and hazardous fuel treatments.

As the nation’s demographics change, developed areas and individual home sites increasingly extend
into wildland areas. Community involvement is a critical element in restoring damaged landscapes
and reducing fire hazards near homes and communities. Community assistance programs focus on
building community capacity to develop and implement citizen-driven solutions that will lessen local
vulnerability to risks associated with wildland fires. Assistance to communities and volunteer fire
departments is a crucial activity that increases their ability to protect the natural resources. Data for
this item are submitted by States and the States are still in the process of finalizing the FY 2001 data
for this performance measure.

In FY 2001, with NFP funding, the FS hired 3,311 new firefighters. To accomplish this extra hiring,
agency staff hosted comprehensive recruitment programs. In addition to local recruitment efforts,
agency staffs held more than 35 job fairs across the country to help assure diversity within the
workforce. New hires were often recruited from non-traditional sources. In addition to firefighting
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positions, personnel were hired to support contracting, fuels programs, planning staff and
administrative support positions. Through workforce hiring and development efforts, the FS achieved
97 % of the normal year readiness in FY 2001. An additional 500 leadership developmental positions
were filled in anticipation of projected retirements over the next few years.

Prescribed fire and other fuel reduction treatments enhance forest and range health by reducing the
intensity of wildfires, protecting vulnerable urban-wildland interface areas, promoting forage
production, and maintaining fire-dependant ecosystems.

Hazardous Fuel Treatments
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Hazardous fuels reduction was below target because an unusually dry fall further reduced the time
available for burning. Those acres scheduled for treatment but which did not receive treatment in FY
2001 will be scheduled for completion in FY 2002. Due to the uncontrollable variables associated
with hazardous fuels treatment, there will always be a certain level of unpredictability in assigning
targets.

Objective 3.2: Protect the quality of the environment.

Americans expect their environment to provide adequate supplies of clean water, clean air, and
pleasant and healthy places in which to live. Farmers, ranchers, and forest owners help to protect the
quality of water and air and to improve the environment for everyone when they apply conservation
systems that reduce the risk of erosion, fire, and other threats to their land. In many cases, producers
are also expected to take action beyond what is necessary to protect their own interests in order to
protect the public or to enhance the broader environment. USDA plays a major role in helping them
to meet these expectations by developing improved production and conservation technology,
providing on-site technical assistance, and providing financial assistance for adopting expensive
measures.

Animal Feeding Operations

If not managed well, animal agriculture operations can be the source of silt, nutrients, organic matter,
and pathogens that can impair water quality and pose risks to human and environmental health. Rapid
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increases in animal feeding operations are causing serious concerns in some parts of the country.
Animal feeding operations are agricultural enterprises where animals are kept and raised in confined
situations so that large numbers of animals and their feed, manure and urine, dead animals, and all
operations are confined to a small land area. In response to these concerns, USDA and EPA jointly
developed a Unified National Strategy for Animal Feeding Operations; the strategy established a
national expectation that, by 2009, all animal-feeding operations will develop and be implementing
comprehensive nutrient management plans to manage animal waste properly. Many states have
developed more stringent requirements than the national expectation in order to address public
concerns. NRCS provides technical and financial assistance that enable producers to manage the
collection, storage, and disposal of animal wastes in ways that minimize the potential for damage to
the environment.

Animal Feeding Operations with
Comprehensive Nutrient Management Plans
Developed and Applied
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Analysis of Results:In FY 2001, USDA and its local partners provided assistance in developing

plans for 6,205 waste management systems and for installing 4,315 systems. This level of
performance was 96 % of the target, and is almost 500 fewer systems than were assisted in FY 2000.
Performance on this indicator is strongly affected by the regulations and programs enacted by State
governments and by the economy. In areas where fewer than expected systems were completed, the
economic situation of producers and the absence of cost-share assistance were cited as factors.

Reducing the potential for off-site pollution by nutrients involves management of both manures
produced by livestock production operations and nutrient in commercial fertilizers. Because animal
feeding operations are concentrated in some areas of the country, almost 80 % of the 1.2 million acres
on which animal feeding operations related nutrient management was applied with USDA assistance
is located in eastern and mid-western states. Land on which other nutrient management was applied is
distributed more broadly across the Nation. Management of nutrients, regardless of their origin, is
important for protecting water quality. About half of acres with nutrient management applied received
assistance through USDA cost share programs.

Healthy Watersheds

Healthy watersheds are vital to protecting the quality of the environment, absorbing rain and
recharging underground aquifers. Watersheds control the quality, quantity, and timing of water and
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serve as habitat for thousands of species of fish, wildlife, and rare plants. Watersheds dissipate floods
across floodplains, increase soil fertility, and minimize damage to lives, property, and streams. Clean
water that flows from watersheds is consumed, helps produce food, develops agriculture, creates jobs,
generates power, and provides recreational opportunities. Most watersheds are healthy. Soil and
watershed improvements are one of several actions that are aimed at restoring watershed health, to
those that are deteriorating.

Soil and Watershed Improvements
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Analysis of Results:Soil and watershed improvements contribute to healthy, stable watersheds,
diverse aquatic ecosystems and properly functioning riparian areas. Improvement of watershed
conditions on National Forests and Grasslands restores the landscapes that support healthy lakes,
streams and aquatic ecosystems.

The FS exceeded its target for acres of watershed improvements by 33 %. In addition to the acres
accomplished using appropriated funds, an additional 7,276 acres of soil and watershed
improvements were accomplished through partnerships and cooperative agreements.

Objective 3.3: Provide multiple benefits to people from the Nation’s natural
resources.

Recreation User Satisfaction

Forests and rangelands together make up almost two-thirds of the total area of the United States.
These lands offer the single largest source of outdoor recreation opportunities in the United States.
From downbhill skiing at Vail, to backcountry expeditions into the Frank Church Wilderness, to family
outings on the national forests that surround 20 million of California’s residents, USDA provides an
incredible range of outdoor opportunities. Measuring recreation visitor satisfaction will allow the FS
to build on information in the past and strive to meet the increasing demand for recreation
opportunities.

18 U. S. Department of Agriculture



FY 2001 Annual Financial Statements Management Discussion and Analysis

Persons-At-One-Time Days
Operated to Standard

250 S

200 -+

150 4

O Target M Actual

100

50

FY 00 FY 01 FY 02
(Millions of persons)

Analysis of Results:The FS accomplished the goal of operating developed sites. Public use at
developed recreation sites is increasing. A greater emphasis on reconstruction of existing sites along
with higher levels of road maintenance, rather than new construction, will allow the agency to

improve the quality of the recreation experience. Reconstructing and repairing existing trail tread,
bridges, cribbing, water bars, and other components better serves the backcountry user and allows for
increased user capacity.

Both the recreation facility infrastructure and our recreation customers are demanding more attention.
To address these concerns, the FS developed the Recreation Agenda. The agenda is a framework for
defining principles, processes, and priorities for the long term. It provides a 5-point blueprint, which
includes providing safe, natural, well designed, accessible and well-maintained recreation
opportunities for all visitors. Implementation began in FY 2001.

STRATEGIC GOAL 4: Enhance the capacity of all rural residents,
communities, and businesses to prosper.

Objective 4.1: Expand job opportunities and improve the standard of living in
rural communities.

Rural America is characterized by great diversity in the resources and needs of its communities.
USDA, in partnership with a variety of public and private organizations, is a key provider of technical
and financial assistance that is tailored to the needs of each rural community. From helping create and
save jobs in America’s country communities, to assisting rural citizens buy their first homes, to
providing essential services, such as safe running water, USDAs efforts reflect the Nation’s
commitment to ensuring a vibrant future for rural America.
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Rural Households Receiving Financial
Assistance to Purchase a Home
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Analysis of Results:The target was not met, and the shortfall is in the guaranteed loan program. A
target of 42,000 for the guaranteed loan program assumed the use of all of the funds allocated for the
program. This situation did not occur because the number of loans closed for the whole year under
the Section 502 guaranteed loan program (29,236) was 30.2 %, or 12,674 loans, fewer than the
42,000 target for the Section 502 guaranteed loan program. This decline is the opposite of the
increase in home mortgages originated throughout the country and is attributable to factors in the
RHS program such as the lack of an automated underwriting capability, the lack of a refinancing
capability for much of the year, and the prohibition on cash-out or equity withdrawal financing.

Although increasing rural homeownership is only one way in which RHS assists rural residents and
communities, it provides a valid measure of the success of USDA programs. Without USDA
assistance, fewer rural residents would become homeowners and more rural residents would be living
in substandard dwellings. Not only is homeownership a life-long goal of many Americans, but also it
is an accomplishment that supports rural economies. Home construction provides jobs for rural
workers. Homeowners pay taxes that help support their communities. Because they have a financial
interest in the communities, they are less likely to leave the community in times of economic
downturn.

Objective 4.2: Ensure the neediest rural residents and communities have
equal access to the USDA programs that will help them succeed.

Economic growth in rural areas has not occurred evenly throughout the country. Across America
there are pockets of severe poverty, often populated by minorities. There are 535 rural counties that
have had poverty rates above 20% in every census since 1960. An estimated 8.5 million rural
residents live in poverty. More than 2.5 million of the rural poor live in substandard housing units.
While clean water is immediately available to most Americans, an estimated 690,000 rural residents
have no running water in their homes.

A solution for many of these problems is greater investment in public services and jobs in the local
community. Unfortunately, while recent strides have been made, USDA technical assistance and
credit programs have not been evenly distributed in the past. If these persistent poverty communities
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are to succeed, they need substantial technical help tailored to their unique community challenges.
These communities also need help obtaining financial assistance. USDA is committed to ensuring
that all rural communities are given an equal opportunity to prosper.

Communities Located in Persistent-Poverty
Rural Counties Receiving Financial Assistance
to Establish or Improve a System for Drinking

Water or Water Disposal
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Analysis of Results:The number of water and waste systems in persistent-poverty counties was
slightly below its target, but within 5%, which is considered acceptable.

STRATEGIC GOAL 5: Operate an efficient, effective, and
discrimination-free organization.

Objective 5.1: Ensure that USDA provides fair and equitable service to all
customers and upholds the civil rights of its employees.

USDA's continuing effort with ensuring equity in services and equal opportunity in employment is
well documented. The work done by USDA is critical to farmers and ranchers, low-income families,
rural communities, and every American who trusts that the food on their plate is safe. With all of
these important responsibilities, the Department simply cannot afford civil rights shortcomings that
compromise the important work of its diverse and talented staff. Ensuring that all employees and
managers are fully aware of and comply with civil rights policies is difficult in any large,
decentralized organization. Building on the historic progress made in recent years, USDA continues
its journey to becoming a Federal civil rights leader. One key focus is building a workforce for the
future that reflects the diversity of this country and USDA customers.

Minority Participation in USDA Programs

As part of USDA's ongoing efforts to improve its civil rights record, outreach plans were established
in every agency during FY 1999. Efforts are now underway to increase participation of traditionally
underserved groups in all department programs. Tracking actual participation by race, sex, and
national origin has proved to be a challenge due to the lack of reliable data.
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Analysis of Results:The results depend entirely on establishing a baseline and securing the accurate
collection of data by all USDA agencies. Sufficient data has not been available and a portion of the
data that is available has not been proven reliable. As a result, an accurate measurement cannot be
taken at this time. USDA agencies that presently lack or have inaccurate methods of data collection
must develop a system of reporting.

Objective 5.2: Improve organizational productivity, accountability, and
performance.

Rapid changes in technology have raised customers’ expectations for more, better, faster, and cheaper
service in every facet of their lives. Customers expect no less from USDA. About 30% of farmers use
the Internet, and nearly half of them use a computer for their farm business. These numbers are
expected to grow. Delivering government services through technology or “e-Government” represents

a fundamental change in the way USDA conducts business. It will transform interactions with
customers, employees, and partners and create the potential for vastly more efficient and less costly
business practices.

Meet Legislative Mandates of the Freedom of E-File Act and GPEA

Legislative mandates of the Freedom of E-File Act and GPEA include (1) establishing an
e-Government Program, and (2) establishing a senior-level executive position to provide leadership
and oversight for USDAs planning and implementation of e-Government. The e-Government
Program is responsible for the Government Paperwork Elimination Act, Freedom to E-File Act, the
Paperwork Reduction Act, and USDA's information infrastructure.

Analysis of Results:The legislative mandates of the Freedom of E-file Act and GPEA were met in
FY 2001. In addition, USDA established a governance structure for e-Government that includes a
senior-level executive council and working group.

Future Opportunities And Challenges

USDA'’s goals and strategies reflect and anticipate changes and trends in the economy and society at
large. Five recurring themes have an impact that cuts across many USDA objectives. USDA seeks to
address the challenges and seize the opportunities that these broader forces present:

Market Globalization

Growing international markets for U.S. food and fiber hold the promise of great gains for America’s
farmers, rural communities, timber producers, and consumers. With these rewards come risks. Tight
connections among the world’s agricultural markets can result in greater volatility for U.S. farmers.
The increasingly global nature of our Nation’s food supply also raises the risk of imports carrying
crop-destroying invasive species or foodborne pathogens. The globalization of agricultural markets
promises substantial dividends - a greater ability to feed a growing world population, stronger
economies around the world, and greater global stability. As a result, USDA's goals and strategies
reflect a commitment to opening and expanding world markets while ensuring an abundant, safe, and
affordable food supply.
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Environmental Quality

Increasing public awareness of the importance of the environment’s health holds both opportunities
and challenges for U.S. agriculture. Recent scientific discoveries provide new tools to help manage
resources more sustainably. USDA programs offer technical and financial help to farmers who want

to protect soil, air, water, and wildlife habitat. Producers also must comply with an increasing number
of regulations issued by various authorities and often intended to achieve differing goals. Beyond
agriculture, management of public lands also has grown more complex due to the increasing demand
to balance differing visions of how our Nation’s natural resources shoylbtexted and/or used to

support local economies. Many natural resource issues also have the added complexity of spanning
international boundaries. Our goals and strategies address the increasing need for USDA leadership to
ensure that policies and programs at all levels, that affect the environment and agriculture, are based
on sound science and balance the need to conserve and sustainably use our Nation’s natural resource
base.

Technology

The rapid pace of advances in technology will continue to change virtually every aspect of American
life. Technology can yield great efficiencies in agricultural production and marketing and can provide
disease-resistant crops and more nutritious foods. These advances sometimes raise concerns about
consumer health, the environment, and the future viability of small farming and ranching operations.
Technology also can help rural businesses access the economic opportunities of a global marketplace,
and enable USDA to address the management challenge of serving more customers with a smaller
staff. Effective investment in technology can bridge the digital divide both in rural America and at
USDA. Our goals and strategies anticipate that the Department will make steady progress in

providing needed technology to its customers and employees and that USDA will continue to

promote safe and effective agricultural technologies.

Diversity

As our country grows more diverse, so does USDA's customer and employee base. This diversity
brings with it a wealth of new ideas and resources. It also calls for greater efforts to ensure that
programs and services reach all who need them and that USDA can attract and retain a diverse and
talented team to serve all of its customers. Building on the strong progress of recent years, USDAs
strategy will reflect an unwavering commitment to providiaig and equitable service whitezating

every customer and employee with dignity and respect.

Discovery

The success of U.S. agriculture in thé'2&ntury depends on continuing the proud record of
cutting-edge research on which modern agriculture is built. The many discoveries that increased
agricultural production and quality in thet?@entury are likely to be surpassed by new and more
dramatic discoveries in the years to come. Biotechnology can help the world meet the challenge of
global food security, holding the promise of foods that promote health and combat disease. The
search for economically feasible and renewable fuel sources will create markets for agricultural
products and reduce America’s dependence on foreign oil. While these advances are underway, the
possibilities remain vast for new discoveries not yet dreamed of that will open up promising avenues
for agriculture and human health. Our goals and strategies reflect USDA's strong commitment to
pushing the frontiers of scientific knowledge to solve today’s problems and tap into tomorrow’s
opportunities.
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Financial Highlights

The Department has prepared its financial statements in accordance with generally accepted
accounting principles, and the form and content requirements contained in the Office of Management
and Budget (OMB) Bulletin No. 97-01 as amended and sections of OMB Bulletin No. 01-09, as
applicable.

Budgetary Resources and Outlays

Appropriations, combined with other budgetary resources made available and adjustments, totaled
$137.2 billion in FY 2001, while total outlays were $76.5 billion.

Assets and Liabilities

USDA's total assets and liabilities as of September 30, 2001 were $127.8 billion and $117.5 billion,
respectively. Credit Program Receivables, including Related Foreclosed Property and Fund Balance
with Treasury, $74.3 billion and $41 billion, respectively, are 90% of total assets. The majority of
liabilities consisted of Debt and Resources Payable to Treasury, $80.1 billion and $19.7 billion,
respectively.

Net Cost of Operations

USDA's net cost of operations for FY 2001 was $74.9 billion. The net cost of operations for the
FFAS and FNCS mission areas, $29.9 billion and $33.4 billion, respectively, are 84% of USDA's net
cost of operations.

Net Cost of Operations by Mission Area
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Net Cost

(Billions of dollars)

Debt Collection

USDA is the Federal government’s single largest provider of direct credit. USDA's $103 billion in
receivables as of September 30, 2001, represents 36 % of the non—tax debt owed to the Federal
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government. USDA has long used many available tools to collect delinquent debt. USDA has
reduced delinquent receivables by about 29 % to a current $6.2 billion from $8.7 billion in 1996.

This amount equates to a delinquency rate of about 6 %, compared to the Government—wide average
of about 19 %. Of this $6.2 billion, only 25 % or $1.6 billion is eligible for collection through Debt
Collection Improvement Act tools. The remainder, about $4.6 billion is precluded from these tools
due to statutory or administrative requirements, such as bankruptcy, litigation, or debt owed by
foreign and sovereign entities (of the $4.6 billion, $3.4 billion is foreign debt).

During FY 2001, USDA agencies collected $583 million using internal tools, which represents 9.4 %
of delinquent debt. Another $287 million was collected using the Treasury Administrative Offset
Program and other Debt Collection Improvement Act tools, which represents 4.6 % of delinquent
debt. Annual USDA collections of delinquent debt using Debt Collection Improvement Act tools
have more than quadrupled since 1996.

Limitation on Financial Statements

The financial statements have been prepared to report the financial position and results of operations
of the entity, pursuant to the requirements of 31 U.S.C. 3515(b).

While the statements have been prepared from the books and records of the entity in accordance with
the formats prescribed by OMB, the statements are in addition to the financial reports used to monitor
and control budgetary resources which are prepared from the same books and records.

The statements should be read with the realization that they are for a component of the U.S.
Government, a sovereign entity. One implication of this is that liabilities cannot be liquidated without
legislation that provides resources to do so.

Management Controls

Federal Managers’ Financial Integrity Act (FMFIA)

The USDA has reported 32 outstanding material deficiencies for FY 2001. Twenty-eight of these
deficiencies relate to material weaknesses in internal controls and four relate to financial management
system nonconformances. While six new material weaknesses were identified during FY 2001, the
USDA completed action on 10 material weaknesses identified in the prior year’s Federal Managers’
Financial Integrity Act Report (FMFIA). There were no completed or newly identified
nonconformances reported for FY 2001.

Although material weaknesses have been identified within our programs and operations, USDA, as a
whole, is reporting reasonable assurance that its systems of internal control comply with the
objectives of Section 2 of FMFIA. Some of the most significant issues reported in the FY 2001
FMFIA report include:

» Administration of the Food Stamp Program by State agencies

This weakness has resulted in the loss of program dollars due to the over/under issuance of
program benefits. During FY 2001, the Department conducted targeted interventions in six
States and provided technical assistance to the State agencies. In addition, resources were
allocated to special error rate reduction and State exchange funds. In our efforts to correct the
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food stamp weakness, USDA plans to continue focused interventions in high risk States as well
as design and implement a Payment Accuracy Intranet web page during FY 2002.

» Lack of effective internal controls to validate the quality of performance information

For FY 2002, specific USDA agencies have been tasked to implement a new set of
performance measures.

» Information security issues

The Department has not been fully successful in protecting its assets from fraud, misuse,
disclosure, and disruption. Additional personnel were hired during FY 2001 to provide
expertise and experience to implement our cybersecurity plan. In addition, the Department
finalized and issued security policies on incident reporting, security planning, security
requirements for the use of private Internet access providers, server and firewall security, and
privacy policy on the use of customer information. Corrective actions have been planned that
include the establishment of the Information Survivability Program and the Sensitive Systems
Certification Program by FY 2003.

USDA is unable to provide assurance that financial systems conform with the prescribed standards of
Section 4 of FMFIA. While there has been significant and steady progress, USDA's Foundation
Financial Information System was not fully implemented by fiscal year-end. Full compliance with the
provisions of Section 4 is expected when the system’s implementation is substantially completed by
the end of FY 2002.

Federal Financial Management Improvement Act (FFMIA)

The FFMIA requires that agencies implement and maintain financial management systems that
comply substantially with Federal financial management system requirements, applicable Federal
accounting standards, and the U.S. government standard general ledger at the transaction level. If an
agency is not in compliance with the FFMIA, a remediation plan to bring the agency’s financial
management systems into substantial compliance is required.

As of September 30, 2001, the USDA's financial management systems, as a whole, do not comply
substantially with the Federal financial management systems requirements. Remediation plans to
bring agency'’s financial management systems into substantial compliance have been developed and
are monitored by the Department’s Office of Inspector General.
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U.S. Department Of Agriculture
Consolidated Balance Sheet

As of September 30, 2001

(in millions)
Assets (Note 2)

Intragovernmental
Fund Balance with Treasury (Note 3) $ 40,991
Investments (Note 5) 30
Accounts Receivable, Net (Note 6) 417
Other Assets (Note 7) 47

Total Intragovernmental 41,485
Investments (Note 5) 144
Accounts Receivable, Net (Note 6) 2,317
Credit Program Rec. & Related Foreclosed Property, Net (Note 8) 74,346
Domestic Commodity Loans, Net (Note 8) 1,693
Other Foreign Receivables, Net (Note 8) 361
Cash and Other Monetary Assets (Note 4) 458
Inventory and Related Property, Net (Note 9) 920
General Property, Plant, and Equipment, Net (Note 10) 5,667
Other Assets (Note 7) 360

Total Assets $ 127,751
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U.S. Department Of Agriculture
Consolidated Balance Sheet

As of September 30, 2001

(in millions)

Liabilities (Note 13A)

Intragovernmental
Accounts Payable $ 1,290
Debt (Note 11) 80,090
Resources Payable to Treasury (Note 1) 19,673
Accrued Federal Employees Compensation Act Bills (Note 1) 159
Other Liabilities (Note 13B) 1,457
Total Intragovernmental 102,669
Accounts Payable 3,445
Debt (Note 11) 87
Estimated Losses on Loan and Foreign Credit Guarantees (Note 8) 1,108

Environmental & Disposal Liabilities (Note 12)

Federal Employees Compensation Act Liability (Note 1) 902
Annual Leave 557
Other Liabilities (Note 13B) 8,722
Total Liabilities 117,490

Commitments and Contingencies (Note 16)

Net Position
Unexpended Appropriations (Note 15) 31,638
Cumulative Results of Operations (21,377)
Total Net Position 10,261
Total Liabilities and Net Position $127,751

The accompanying notes are an integral part of these statements.
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U.S. Department Of Agriculture
Consolidated Statement Of Net Cost

For the year ended September 30, 2001
(in millions)

Program Costs (Note 17A, 17C)
Intragovernmental
With the Public
Grants and Transfers
Grants and Payments
Indemnities
Loan Subsidy Costs
Commodity Inventory Costs
Other Program Costs
Total Program Production Costs
Less Earned Revenues (Note 17B)
Excess Production Costs Over Revenues
Non-Production Costs
Acquisition Cost of Stewardship Land
Other Nonproduction Costs
Net Program Costs
Costs Not Assigned to Program

Net Cost of Operations

Deferred Maintenance (See Required Supplementary Information)
The accompanying notes are an integral part of these statements.

$ 7,907

55,132
3,507
1,031
3,888

15,504

86,969

12,339

74,630

219
27

74,876

49

$ 74925
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U.S. Department Of Agriculture
Consolidated Statement Of Changes In Net Position

For the year ended September 30, 2001
(in millions)

Net Cost of Operations (Note 17A, 17C) $ 74,925

Financing Sources (Other Than Exchange Revenues)

Appropriations Used 76,109
Taxes (and Other Non-Exchange Revenues) 11
Donations (Non-Exchange Revenue) 9
Imputed Financing 1,266
Transfers-In 16
Transfers-Out (1,003)
Other Financing Sources 708
Net Results of Operations 775
Net Results Not Affecting Net Position (2,229)
Prior Period Adjustments (Note 18) 1,358
Net Change in Cumulative Results of Operations (96)
Increase (Decrease) in Unexpended Appropriations 1,844
Change in Net Position 1,748
Net Position-Beginning of Period 8,513
Net Position-End of Period (Note 18) $ 10,261

The accompanying notes are an integral part of these statements.
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U.S. Department Of Agriculture
Combined Statement Of Budgetary Resources

For the year ended September 30, 2001
(in millions)

Budgetary Resources

Budget Authority

Unobligated Balances — Beginning of Period

Spending Authority From Offsetting Collections

Adjustments (Note 19)

Total Budgetary Resources

Status of Budgetary Resources

Obligations Incurred

Unobligated Balances — Available

Unobligated Balances — Not Available

Total Status of Budgetary Resources

Outlays

Obligations Incurred

Less: Actual Spending Authority From Offsetting
Collections and Actual Adjustments

Obligated Balance, Net — Beginning of Period

Less: Obligated Balance, Net — End of Period

Total Outlays

The accompanying notes are an integral part of these statements.

$ 128,652

36,815

29,434

(57.675)

137,226

110,932

8,650

17,644

137,226

110,932

31,622

28,322

31,102

$ 76,530
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U.S. Department Of Agriculture
Combined Statement Of Financing

For the year ended September 30, 2001

(in millions)
Resources Used to Finance Operations
Budgetary
Budgetary Resources Obligated for Iltems To Be Received or Provided to $ 110,932
Others
Less: Offsetting Collections, Recoveries of Prior-Year Authority, and Changes 31,493
in Unfilled Customer Orders
Net Budgetary Resources Used to Finance Operations 79,439
Non-Budgetary
Property Received from Others Without Reimbursement 169
Less: Property Given to Others Without Reimbursement 305
Costs Incurred by Others Without Reimbursement 1,266
Other Non-Budgetary Resources (Note 20) (1,500)
Net Non-Budgetary Resources Used to Finance Operations 370
Total Resources Used to Finance Operations 79,069
Resources Used to Fund Items Not Part of the Net Cost of Operations
Increase or (Decrease) in Budgetary Resources Obligated to Order Goods or 3,888
Services Not Yet Received
Budgetary Offsetting Collections Not increasing Earned Revenue or Decreasing (9,577)
Expense
Less: Adjustment Made to Compute Net Budgetary Resources Not Affecting Net (4,516)
Cost Operations
Resources Funding Expenses Recognized in Prior Periods 2,468
Resources Financing the Acquisition of Assets or Liquidation of Liabilities 8,985
Other Resources Used to Fund items Not Part of the Net Cost (Note 20) (9)
Total Resources Used to Fund Items Not Part of the Net Cost of Operations 10,271
Resources Used to Finance the Net Cost of Operations 68,798

Components of Net Cost of Operations Not Requiring or Generating Resources
During the Reporting Period

Expenses or Earned Revenue Related to the Disposition of Assets or Liabilities, or 3,020
Allocation of Their Cost Over Time

Expenses Which Will Be Financed with Budgetary Resources Recognized in 3,573
Future Periods

Other Net Cost Components Not Requiring or Generating Resources During the 466
Reporting Period (Note 20)

Total Components of Net Cost of Operations Not Requiring or Generating 6,127
Resources During the Reporting Period

Net Cost of Operations $ 74,925
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FY 2001 Annual Financial Statements Notes

Notes To Principal Financial Statements
As Of September 30, 2001

Note 1. Significant Accounting Policies

Reporting Entity

The Department is comprised of various agencies, corporations, and offices through which it
implements its programs. All USDA entities are referred to as agencies in the financial statements
unless otherwise noted. As of the end of the fiscal year FY 2001, USDA employed over 97 thousand
full-time employees.

The USDA mission areas, agencies, and corporations are as follows:
« Farm and Foreign Agricultural Services (FFAS) mission area
+ Farm Service Agency (FSA)
+ Commodity Credit Corporation (CCC)
+ Foreign Agricultural Service (FAS)
+ Risk Management Agency (RMA)
+ Federal Crop Insurance Corporation (FCIC)
» Food, Nutrition, and Consumer Services (FNCS) mission area
+  Center for Nutrition Policy and Promotion (CNPP)
» Food and Nutrition Service (FNS)
+ Food Safety mission area
+ Food Safety and Inspection Service (FSIS)
« Marketing and Regulatory Programs (MRP) mission area
+ Agricultural Marketing Service (AMS)
+ Animal and Plant Health Inspection Service (APHIS)
+ Grain Inspection, Packers and Stockyards Administration (GIPSA)
« Natural Resources and Environment (NRE) mission area
+ Forest Service (FS)
+ Natural Resources Conservation Service (NRCS)
» Research, Education, and Economics (REE) mission area
+ Agricultural Research Service (ARS)

+ Cooperative State Research, Education, and Extension Service (CSREES)
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+ Economic Research Service (ERS)

+ National Agricultural Statistics Service (NASS)
+ Rural Development (RD) mission area

+ Rural Business — Cooperative Service (RBS)

+ Rural Housing Service (RHS)

+ Rural Utilities Service (RUS)

+ Rural Telephone Bank (RTB)
« Other

+ Assistant Secretary for Congressional Relations

+ Assistant Secretary for Administration

+ Executive Operations

+  Chief Information Officer

+  Chief Financial Officer

+ Inspector General

+ Director of Communications

+ General Counsel

Basis of Presentation

USDA consolidated and combined financial statements include data for all agencies previously
described under the Reporting Entity section. Consolidated statements are presented net of material
activity between USDA entities.

The Statements of Budgetary Resources and Financing are prepared on a combined basis because
budgetary elimination entries are not reflected for intra—USDA transactions.

The statements have been prepared to report the financial position and results of operations of
USDA, as required by the Chief Financial Officers (CFO) Act of 1990. They have been prepared
from the books and records of USDA agencies in accordance with the form and content of entity
financial statements specified by the Office of Management and Budget (OMB) and modified by
USDA's accounting policies, which are summarized in these notes. As a result of preparing the
financial statements in accordance with the prescribed form and content, they differ from the reports
that are used to monitor and control USDA's use of budgetary resources.

Basis of Accounting

The financial statements have been prepared pursuant to the requirements of the CFO Act of 1990,
and in accordance with a comprehensive basis of accounting that USDA financial managers have
concluded is most appropriate for presenting significant assets, liabilities, net position, and results of
operations. USDA's hierarchy of accounting policies is as follows:

1. Federal Accounting Standards Advisory Board (FASAB) Statements and Interpretations plus
American Institute of Certified Public Accountants (AICPA), and Financial Accounting
Standards Board (FASB) pronouncements specific to federal entities;
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2. ASAB Technical Bulletins, and AICPA Industry Audit and Accounting Guides, and
Statements of Position specific to federal entities;

3. Accounting and Auditing Policy Committee (AAPC) Technical Releases, and AICPA Practice
Bulletins specific to federal entities;

4. FASAB Implementation Guides, and widely recognized and prevalent practices in the federal
government; and

5. Other accounting literature (includes FASAB Concept Statements).

The accounting structure of federal government agencies is designed to reflect both accrual and
budgetary accounting transactions. Under the accrual method, revenues are recognized when earned
and expenses are recognized when a liability is incurred, without regard to receipt or payment of
cash. The budgetary accounting principles, on the other hand, are designed to recognize the
obligation of funds according to legal requirements, which in many cases is prior to the occurrence of
an accrual-based transaction. The recognition of budgetary accounting transactions is essential for
compliance with legal constraints and controls.

Accrued Interest Payable

Accrued interest payable is primarily the interest due on borrowings from the Treasury and the
Federal Financing Bank (FFB) at fiscal year—end, and is included with accounts payable in the
financial statements. USDA is required to make periodic interest payments to Treasury based on its
debt to the Treasury.

Appropriations

USDA receives the majority of the funding needed to support its programs through appropriations.
Appropriations are provided on an annual, multi-year, and no—year basis and are used to fund
programs and other operating expenses. Such expenses include personnel compensation and fringe
benefits, rents, communications, utilities, and other administrative expenses. Appropriations are also
used to fund capital investments. Additional funds are obtained through reimbursements for goods
and services provided to other government and non-government entities.

Direct Loans and Loan Guarantees

In accordance with the Credit Reform Act of 1990, USDA records most direct loans and loan
guarantees committed after September 30, 1991, based on the present value of net cash flows
estimated over the life of the loan or guarantee. Direct loans made prior to October 1, 1991, may be
recorded under the present value method or the allowance for loss method (the outstanding principal
reduced by an allowance for uncollectible amounts when it is more likely than not that the loans will
not be collected in full). Liabilities related to loan guarantees committed prior to October 1, 1991,
may be recorded under the present value method or the allowance for loss method (the amount the
agency estimates will more likely than not require a future cash outflow to pay default claims).

USDA's commodity loans are exempt from the Credit Reform Act. These loans differ from
commercial (foreign) credit and credit guarantees because of the repayment terms. In the case of
non—recourse commodity loans, producers have the option of either repaying the principal plus
interest or, at maturity, forfeiting the collateral (commodity) in full satisfaction of the loan.

Interest income on loans is accrued at the contractual rate on the outstanding principal amount.
Interest is not accrued on delinquent loans. Interest on delinquent loans is usually restored to loans
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receivable, with an offsetting credit to the allowance for loan losses, when borrowers enter troubled
debt restructuring arrangements. Interest income recognition subsequent to the restructuring is
generally limited to actual cash interest received from these borrowers. Various departmental lending
programs provide for interest rates significantly less than the Treasury average interest rate.

In some instances, interest is not accrued on commodity loans because the amount and timing of
interest payments to be received are uncertain. In these cases, the Department realizes interest income
at the time interest payments are received.

Other sources of financing include long—term and interim borrowings from the Treasury, the FFB,
and private lending agencies. Borrowings payable to the Treasury result from the Secretary of
Agriculture’s authority to make and issue notes for the purpose of discharging obligations for RD’s
insurance funds and CCC'’s unreimbursed realized losses and debt related to the foreign assistance
programs.

Funds may also be borrowed from private lending agencies and others. USDA reserves a sufficient
amount of its borrowing authority to purchase, at any time, all notes and other obligations evidencing
loans made by agencies and others. All bonds, notes, debentures, and similar obligations issued by
the Department are subject to approval by the Secretary of the Treasury. Reservation of borrowing
authority for these purposes has not been required for many years.

Note 8 provides additional information concerning direct loans and loan guarantee programs.

Exchange and Nonexchange Revenue

In accordance with federal government accounting guidance, USDA classifies revenue as either
“exchange revenue” or “nonexchange revenue”. Exchange revenue arises from transactions that occur
when each party to the transaction sacrifices value and receives value in return. In most cases, USDA
agencies are required to remit exchange revenue receipts to the U. S. Department of the Treasury
(Treasury). Some agencies are authorized to use a portion of their exchange revenues for specific
purposes. Nonexchange revenue is revenue the federal government is able to demand or receive due
to its sovereign powers.

Full Cost

In accordance with federal government accounting guidance, USDA measures, and reports the full
costs of products and services generated from the consumption of resources. Full cost is the total
amount of resources used to produce a product or provide a service unless otherwise noted. For FY
2001, Treasury Judgment Fund costs not associated with a particular mission area (responsibility
segment) are presented in an adjustment column on the Statement of Net Cost.

Imputed Pension and Other Retirement Benefits

In accordance with federal government accounting guidance, USDA recognizes the liability and
associated expense for employee pensions and other retirement benefits (including health care and
other post-employment benefits) at the time the employee’s services are rendered.

Pension expense, retirement health benefits, and related liabilities are recorded at estimated actuarial
present value of future benefits, less the estimated actuarial present value of normal cost
contributions made by, and for covered employees. Other post-employment benefit expenses and
related liabilities are recognized when the future outflow of resources is probable and measurable on
the basis of events occurring on or before the reporting date.
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Insurance Premium Revenue

Insurance premium revenue (including premium subsidies) relate to a crop’s risk of loss incurred by
FCIC. Itis recognized and earned on a pro rate basis over each crop’s growing season. The portion of
premium (unearned premium) and premium subsidy not recognized during a fiscal year is classified
as nonfederal unearned revenue and federal unearned revenue, respectively.

Liabilities for claims payable and related claims adjustment expenses are established using estimates
based on historical experience adjusted for changes in crop growing conditions. As a result, the
ultimate liabilities may differ significantly from the recorded estimates.

Liabilities
Liabilities represent the amount of monies or other resources that is likely to be paid by USDA as the
result of a transaction or event that has already occurred; however, no liability can be paid by USDA,

absent an appropriation. Liabilities for which an appropriation has not been enacted are therefore
classified as unfunded liabilities and there is no certainty that the appropriations will be enacted.

Related Party Transactions

CCC'’s domestic programs are carried out primarily through FSA personnel. CCC issues checks for
many FSA programs, which are funded through allocation transfers from FSA. During fiscal year
2001, FSA transferred to CCC $193 million to cover payments made by CCC.

The Corporation also provides and uses the services of other USDA agencies to carry out its
authorities and responsibilities. AMS and FNS fund the purchase of some commodities. As of
September 30, 2001, the related deposit and trust liability for AMS and FNS was $698 million.

CCC donates commodities for use under domestic feeding programs administered by FNS. The value
of commodities donated for these domestic purposes, including related transportation and storage
costs, for the fiscal year ended September 30, 2001 was $55 million.

Under Credit Reform, CCC transferred $4 million to FAS and an additional $2 million to FSA during
fiscal year 2001, for salaries and expenses of the foreign programs.

During fiscal year 2001, outlays under reimbursable agreements with other USDA agencies
amounted to $19 million. Interagency accruals, reflecting amounts due and payable as of September
30, 2001, on reimbursable agreements amounted to $3 million.

During the fiscal year ended September 30, 2001, the Corporation transferred $335 million to APHIS
for the eradication of animal and plant diseases.

CCC paid RMA and NRCS $1 million each for technical assistance relating to the Agricultural
Management Assistance Program. In addition, CCC paid $30 million to NRCS for technical
assistance for the Conservation Reserve Program (CRP), $38 million for technical assistance for the
Environmental Quality Incentives Program (EQIP), $1 million for the Farmland Protection Program
(FPP), $14 million for the Wetlands Reserve Program (WRP), and $4 million for the Soil and Water
Conservation Assistance Program.

Also, CCC transferred $13 million to NRCS for the Wildlife Habitat Incentives Program (WHIP).

Resources Payable to Treasury

Resources Payable to Treasury represents the net resources of pre—Credit Reform programs,
payments due to Treasury for excess funds not being transferred to working capital, and payments of
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residual timber and grassland revenue after making required transfers to states and counties. The
liability related to pre—Credit Reform programs’ net resources is increased (or decreased) by net gains
(or losses) incurred in these funds.

Retirement Benefits

USDA employees participate in either the Civil Service Retirement System (CSRS) or the Federal
Employees Retirement System (FERS) that became effective on January 1, 1987. Most employees
hired after December 31, 1983, are automatically covered by FERS and Social Security. Employees
hired prior to January 1, 1984, could elect to either join FERS and Social Security or remain in
CSRS.

USDA makes matching contributions to CSRS on behalf of CSRS employees. Employees covered
by CSRS are not subject to Social Security taxes, nor are they entitled to accrue Social Security
benefits for wages subject to CSRS.

Under the FERS plan, USDA contributes an amount equal to one percent of the employee’s basic pay
to the tax deferred thrift savings plan and matches employee contributions up to an additional four
percent of pay. FERS employees can contribute 11 percent of their gross earnings to the plan. CSRS
employees are limited to a contribution of six percent of their gross earnings and receive no matching
contribution from USDA. Contributions limits will increase by one percentage point each year

through calendar year 2005, to a maximum of $15,000.

The Office of Personnel Management is responsible for reporting the assets, accumulated plan
benefits, and unfunded liabilities, if any, applicable to CSRS participants and FERS employees
government wide, including USDA employees.

Workers’ Compensation Liability

The Federal Employees’ Compensation Act (FECA) provides income and medical cost protection to
federal civilian employees injured on the job, employees who have incurred a work—related
occupational disease, and beneficiaries of employees whose death is attributable to a job—related
injury or occupational disease. Consequently, the Department recognizes a liability for this
compensation that is comprised of two components: (1) an accrued liability which represents money
owed for claims paid through the current fiscal year and (2) an actuarial liability which represents the
expected liability for approved compensation cases beyond the current fiscal year. Claims incurred
for benefits for the Department’'s employees under FECA are administered by the Department of
Labor (DOL) and are ultimately paid by the Department of Agriculture.
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Note 2. Non Entity Assets

(U.S. dollars in millions)

Intragovernmental

Fund Balance with Treasury 203

Accounts Receivable 86

Other 55
Total Intragovernmental 344
Cash and Other Monetary Assets 62
Accounts Receivables 70
Other 1
Total Non Entity 477
Total Entity Assets 127,274
Total Assets 127,751

CCC has non entity assets of $96 million, which represents the general fund receipt account
receivables for downward re-estimates for the P.L. 480 programs. These receivables are offset (i.e.,
eliminated) by liabilities covered by budgetary resources, and thus, do not appear on the Balance
Sheet.

The portion of USDA's assets that are not available for use in its operations is summarized below:

Note 3. Fund Balance with Treasury

(U.S. dollars in millions)

Appropriated Revolving

Funds Funds Trust Funds Other Funds Total
Obligated 13,019 4,120 214 150 17,503
Unobligated — Available 6,013 2,265 175 78 8,531
Unobligated — Expired Authority 14,630 (15) 50 19 14,684
Unobligated — Restricted 188 161 (76) 273
Total 33,850 6,531 439 171 40,991

USDA, does not, for the most part, maintain cash in commercial bank accounts. Cash receipts and
disbursements are processed by the Department of Treasury. Fund Balance with Treasury represents
the appropriated, revolving, and trust funds that are available to pay current liabilities and finance
authorized purchase commitments. Unobligated balances that are available may be used for new
obligations.
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Note 4. Cash and Other Monetary Assets

(U.S. dollars in millions)

Cash 436
Other Monetary Assets
Miscellaneous 22

Total Cash and Other Monetary Assets 458

RHS collects escrow payments (i.e., insurance and taxes) from Single Family Housing borrowers.
Existing Borrowers, which were delinquent and require servicing actions, must also submit these
escrow payments. The escrow payments are deposited with the Trustee, Firstar Bank, who as Trustee
is required to invest these funds and disburse them as stipulated in the Trust Agreement. The balance
in this account as of September 30, 2001, was $62 millions.

CCC reported collections in transit at September 30, 2001, of $379 million. Treasury reporting
requirements for the Federal 